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EXAMINING THE CONTINUING CRISIS IN RES- 
IDENTIAL FORECLOSURES AND THE 
EMERGING COMMERCIAL REAL ESTATE 
CRISIS: PERSPECTIVES FROM ATLANTA 


MONDAY, NOVEMBER 2, 2009 

House of Representatives, 

Subcommittee on Domestic Policy, 
Committee on Oversight and Government Reform, 

Atlanta, GA. 

The subcommittee met, pursuant to notice, at 11:40 a.m., in the 
Committee Room 450, Georgia State Capitol, 206 Washington 
Street, SW., Atlanta, GA, Hon. Dennis J. Kucinich (chairman of 
the subcommittee) presiding. 

Present: Representatives Kucinich, Westmoreland, and Scott. 

Staff present: Jaron R. Bourke, staff director; Yonatan Zamir, 
counsel; and Christopher Hixon, minority counsel. 

Mr. Kucinich. The Domestic Policy Subcommittee of the House 
Oversight and Government Reform Committee will now come to 
order. 

Today’s field hearing will examine the local characteristics of the 
ongoing residential and commercial real estate crisis. 

Without objection, the Chair and the ranking minority member 
will have 2 minutes to make opening statements, followed by open- 
ing statements not to exceed 2 minutes by any other Member who 
seeks recognition. And without objection. Members and witnesses 
may have 5 legislative days to submit a written statement or extra- 
neous materials for the record. 

For the purposes of this subcommittee field hearing, Mr. West- 
moreland of Georgia is deemed to be a member of the subcommit- 
tee and after I make my opening statement, I will yield to him as 
well as Mr. Scott, who has asked to participate and is deemed to 
be a member of the subcommittee for the purpose of this hearing. 

I want to thank all those in the audience who are here for this 
hearing and to extend my thanks to Georgia State Senator Vincent 
Fort. Senator Fort, welcome. Senator Fort graciously assisted my 
staff in obtaining this location here at the Georgia State Capitol 
Building for our hearing today. I appreciate it very much. Senator. 

I would also like to welcome my friend, Mr. Westmoreland, Con- 
gressman Westmoreland and Congressman Scott. Congressman 
Westmoreland, of course, is on the Government Reform Committee, 
on the full committee, and it was a conversation that he and I had 
that led to this subcommittee meeting. And giving it full support 
is Congressman Scott, who is a member of the Financial Services 

( 1 ) 
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Committee, and because of his work on Financial Services, we were 
able to have a meeting of the minds about the importance of this 
hearing today, and we appreciate his presence as well. 

When Congressman Westmoreland approached me, he specifi- 
cally talked about his concern about the impact of the real estate 
financial crisis on America, and in particular on Georgia, a concern 
that I know Mr. Scott shares. 

As the financial crisis unfolded over the past 2 years, there are 
few places in the United States that have not felt its effects, wheth- 
er in the form of rampant home foreclosures, shuttering of busi- 
nesses, vacant and abandoned homes, empty commercial buildings 
and displaced communities of people. The far-reaching turmoil 
caused by the collapse of the market has changed many commu- 
nities indelibly and some may never fully recover. 

Here in Atlanta, residents experienced a spectacular rise in home 
values and have watched them fall nearly as dramatically. This 
phenomenon has occurred in many cities and towns across the 
country, but as we will hear today, in some neighborhoods in At- 
lanta, home prices rose even higher and even faster than in cities 
like Phoenix or Las Vegas. Nationally, the foreclosure rate is four 
times the historical average and experts predict that 10 to 12 mil- 
lion foreclosures will have occurred before this crisis subsides. 

Joblessness nationwide is at a 25-year high. In the Atlanta met- 
ropolitan area with a population of over five million people, the un- 
employment rate is at 10 V 2 percent and 1 in 85 homes are cur- 
rently in foreclosure. On the commercial side, in 2009 along, there 
have been 20 bank failures in the State of Georgia. This out of a 
total of 101 banks that have failed nationwide so far this year. 

The severity of the plunge in residential real estate values and 
the resulting catastrophic impact it has had on residential commu- 
nities in Atlanta is being matched in some cases by the effects of 
the commercial real estate collapse that is occurring. 

The subcommittee has come to Atlanta today to hear how this 
has happened in a great city known as the unofficial capital of the 
South, and to bear witness to the effects on people and commu- 
nities. 

As we will hear today, it was more than just rampant specula- 
tion, lax underwriting requirements and weakened anti-predatory 
lending laws that led to Atlanta’s communities being ravaged by 
this crisis. Because of an unchecked bubble in housing and land 
prices, residents in very modest, low-income neighborhoods in At- 
lanta became house rich while being cash poor. Ruthless and large- 
ly unregulated predatory lenders saw quick profit in those very 
neighborhoods, without a shred of concern for the inevitable con- 
sequences when the bubble predictably burst. Tomorrow, on the 
courthouse steps just a few minutes walk from this building, there 
are over 9,500 foreclosures scheduled for the 13-county Atlanta 
metropolitan area. 

Today, we will hear from witnesses who will tell us how they 
dealt with the crisis, how it has impacted their communities. Con- 
gress enacted a program earlier this year to try to stem the tide 
of residential foreclosures and we will hear some specifics about 
how and whether it is working. We will also hear from members 
of Atlanta’s developer community who are struggling to run their 
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small businesses when they can no longer access the capital they 
need. The administration has tried to address this ongoing problem 
with specific programs designed to promote small business lending. 
We will hear from a banking regulator who will provide insight 
into the guidelines used by regulators to promote the availability 
of small business and other commercial capital. 

Thank you very much. At this time, I recognize Congressman 
Westmoreland. Again, I want to thank you for the role that you 
played in bringing this to light. 

I am learning this mic system here, so let us see. OK, I think 
you are all set. 

Mr. Westmoreland. Thank you, Mr. Chairman. I want to thank 
you for listening to me over the past months to try to get you to 
come down here, because this is very important to our State. So I 
want to thank you for agreeing to hold this important hearing. You 
and your staff have been great to work with and I appreciate that. 
I would also like to thank my other colleague from Georgia, David, 
for being here also. 

As a nation, we are currently working our way out of a devastat- 
ing economic downturn. The collapse of the financial markets sent 
shock waves throughout our country, bringing every sector of our 
economy to its knees. This tragedy has destroyed wealth at an un- 
precedented rate, placing too many Americans into situations that 
they could never imagine. Nowhere else is this better understood 
than here in my State of Georgia. 

At one time, Georgia was known as the home of Coca-Cola and 
peanuts. Today, it is known for foreclosures and failing businesses. 
My home State has the unfortunate distinction of having more 
bank failures — 26 — than any other State in the country. With over 
a quarter of all bank failures nationwide, Georgians have experi- 
enced more than their fair share of suffering. 

By now we all know how we got here — rapid expansion in the 
banking industry mixed with cheap credit and the general lack of 
personal responsibility led to Georgia seeing over 100 new banks 
open their doors since the year 2000. During this time, only Cali- 
fornia and Florida surpassed Georgia in the opening of new banks. 
As the market crashed, many people began to question why the 
State was in need of so many banks. Was it a risk to the health 
of the overall financial system for there to be such a concentration 
of lending institutions in the area? We believe here in Georgia that 
a community bank makes the best bank. 

In the past year, I have spoken with homeowners, car dealers, 
construction companies and many others. They explain that banks 
are being put in a position where they are unable to rationally 
evaluate their real estate loans. Banks are being forced by over- 
zealous regulators to dramatically reduce their real estate expo- 
sure. This all too often ends in banks foreclosing on properties and 
selling them for pennies on the dollar while that hurts all the other 
values in the neighborhood. While this may reduce the lending in- 
stitution’s real estate portfolio, it does nothing to help our current 
crisis. In fact, it makes the situation unnecessarily worse by creat- 
ing free-falling property values at a time when families are in des- 
perate need of financial stability. 
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As a former home builder, I realize the tremendous negative im- 
pact that home foreclosures could have on a community. Decreased 
property values translate into a loss of tax revenues for commu- 
nities. Managing the foreclosures also increases a municipality’s 
costs. Numerous foreclosures in a particular community seriously 
undermine its stability and economic potential. The downward spi- 
ral of home prices for homeowners as well as revenue for lenders 
and local governments demonstrates the far-reaching impact of 
home foreclosures. Finding a solution to this widespread problem 
will help banks, homeowners and communities across the Nation 
emerge successfully from the current economic crisis. 

Mr. Chairman, if our nation is going to have a strong financial 
future, we must learn from the mistakes of the past. It is my fear 
that we will soon be forced to test our new knowledge, because the 
threat of a collapse of the commercial real estate market looms 
over us all. That is why it is imperative that we find a solution to 
the residential market quickly. If we do not, it will almost be im- 
possible to fight these two different fronts at one time. 

Again, Mr. Chairman, I thank you for holding this important 
hearing and I look forward to hearing from today’s witnesses. 

Mr. Kucinich. I thank the gentleman. 

Now I want to recognize, for purpose of an opening statement. 
Congressman Scott, and thank him for his participation. Congress- 
man Scott. 

Mr. Scott. Thank you very much. This is indeed an honor to be 
here with my two distinguished colleagues. Chairman Kucinich and 
Lynn Westmoreland, who do a tremendous job in Washington, DC. 
Thank you so much for coming and holding this hearing. It is very 
timely and very important. 

Atlanta, Georgia is the epicenter if our financial crisis, let us 
make no mistake about it. We are here hovering at an unemploy- 
ment rate of 10 V 2 percent, we have a foreclosure rate of 18 percent, 
we lead the Nation in bank closures with 30 percent — nearly 30 
percent of all the banks that have closed in this nation are here 
in Georgia. Now something is wrong about these numbers. And 
there is something that we are not doing that we need to do. 

I serve on the Financial Services Committee. I understood going 
in that we needed to put TARP together to help Wall Street. We 
heard their voices loud and clear because they needed to unfreeze 
the credit markets. But the voices we refused to hear when we 
were in this debate were those struggling homeowners whose 
homes were being foreclosed on, which was the source of the prob- 
lem. And as many of you know who followed that, I held up, along 
with about 20 others and I think Westmoreland was a part of that 
as well, even moving ahead on TARP. And I said let us put maybe 
just 2 percent of this $700 billion, it would have been just $14 bil- 
lion, into something where homeowners could come and get money 
so they could stay in their homes. And I advocated then what I 
think we may need to do, particularly here in Atlanta, and that is 
to put a moratorium — put a freeze on the home foreclosures. And 
put a freeze on the residential foreclosures 

[Applause.] 

Mr. Scott [continuing]. Until we can get our hands around this 
problem. That is exactly what we need to do. So we are here to 
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hear from the people who have to make this work — the hankers, 
the community activists, our political leaders, people who are grap- 
pling with this issue. Atlanta has made its name by being a city 
too busy to hate. Let us make our name now by being a city that 
is too busy to foreclose. 

Thank you very much. 

[Applause.] 

Mr. Kucinich. Thank you very much. Congressman Scott. There 
are no additional opening statements from Members. The commit- 
tee will receive testimony from the witnesses who are before us 
today. 

It is going to be my pleasure to introduce the witnesses. I will 
introduce the witnesses and then we will begin the testimony. 

The Honorable Vincent Fort has been representing the 39th Dis- 
trict of Georgia, which is located in Fulton County, since 1996. Mr. 
Fort is also a professor of history and political science, having 
taught at Morehouse College and Clark-Atlanta University. Wel- 
come. 

The Honorable Andrew Young currently serves as chairman of 
GoodWorks International, LLC, an international consulting firm. 
Ambassador Young has previously served as mayor of Atlanta, 
Congressman from Atlanta’s 5th District, and U.S. Ambassador to 
the United Nations. Thank you very much for being here. Ambas- 
sador. 

Mr. Burt Manning is the chief appraiser for the Fulton County 
Board of Tax Assessors and was appointed to that position in July 
2006. He oversees the preparation of the annual real and personal 
property tax digest published annually. Thank you, Mr. Manning, 
for being here. 

Mr. Brent Brewer is a homeowner from Atlanta’s historic West 
End neighborhood, is an active member of the zip code 30310 Mort- 
gage Fraud Task Force since 2005. The mission of the task force 
is to raise public awareness of the proliferation of mortgage fraud 
and foreclosure in zip code 30310 neighborhoods. Thank you very 
being here. 

Mr. William J. Brennan. Mr. Brennan is the director of the At- 
lanta Legal Aid Society’s Home Defense Project, which provides re- 
ferrals and legal representation to homeowners who have been vic- 
timized by foreclosure “assistance,” home equity and home pur- 
chase scams. Mr. Brennan has received numerous awards for his 
work fighting predatory lending practices in Georgia, which he has 
been doing for over 40 years. Thank you for being here, sir. 

Ms. Tia McCoy, welcome, is the manager of the HomeOwnership 
Center of Resources for Residents and Communities, a non-profit 
HUD approved Neighbor Works America Community Development 
Corp. that provides housing development non-profit management 
and community building. 

Mr. Dan Immergluck, thank you for being here. Mr. Immergluck 
is associate professor of the City and Regional Planning Program 
at the Georgia Institute of Technology. He has published numerous 
scholarly works on the subject of real estate finance, community re- 
investment, fair lending policy and demographics, among others. 
Thank you. 
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Mr. Frank S. Alexander is a professor at Emory University 
School of Law and founding director for the Center for the Study 
of Law and Religion. He is also director of the Project on Affordable 
Housing and Community Development. His work focuses on afford- 
able housing, urban redevelopment and State and local government 
law. I want to thank you for being here as well, Mr. Alexander. 

And again, appreciation to all of the witnesses. We are now at 
the point in the hearing where we swear in witnesses. Now it is 
the policy of the Committee on Oversight and Government Reform 
to swear in all witnesses before they testify and I would ask that 
you rise and raise your right hands. 

[Witnesses sworn.] 

Mr. Kucinich. Let the record reflect that each of the witnesses 
has answered in the affirmative. Thank you, you may be seated. 

I am asking that each of the witnesses now give a brief summary 
of your testimony and to keep this summary under 5 minutes in 
duration. I want you to bear in mind that your complete written 
statement will be included in the record of the hearing and that we 
are going to go over your complete written statement as well as lis- 
ten carefully to what you are saying now. 

So with that, the system here has a green light that you can 
begin on. You have 1 minute left when the light is red — oh, I have 
just been corrected. When the light is yellow, you have 1 minute 
left. So just like everywhere else, do not go through a red light. 
[Laughter.] 

So Jaron is going to keep time and I trust that with your Har- 
vard education, you will be able to do that. [Laughter.] 

OK, I am pleased to welcome the Honorable Mr. Fort, if you 
would begin with your testimony and then we are going to proceed 
to recognize each and every witness. And at the conclusion of that, 
we are going to have a period of questioning. 

STATEMENTS OF HON. VINCENT FORT, A SENATOR IN CON- 
GRESS FROM THE STATE OF GEORGIA; ANDREW YOUNG, 
CHAIRMAN, GOODWORKS INTERNATIONAL, LLC; BURT MAN- 
NING, CHIEF ASSESSOR, FULTON COUNTY BOARD OF TAX 
ASSESSORS; BRENT BREWER, 30310 MORTGAGE FRAUD TASK 
FORCE; WILLIAM J. BRENNAN, DIRECTOR, ATLANTA LEGAL 
AID SOCIETY’S HOME DEFENSE PROJECT; TIA MCCOY, 
HOMEOWNERSHIP CENTER MANAGER, RESOURCES FOR 
RESIDENTS AND COMMUNITIES; DAN IMMERGLUCK, ASSOCI- 
ATE PROFESSOR, CITY AND REGIONAL PLANNING PRO- 
GRAM, GEORGIA INSTITUTE OF TECHNOLOGY; AND FRANK 
ALEXANDER, PROFESSOR OF PROPERTY, REAL ESTATE 
SALES AND FINANCE, STATE AND LOCAL GOVERNMENT LAW 
AND THEOLOGY, FEDERAL HOUSING POLICIES AND HOME- 
LESSNESS, EMORY UNIVERSITY SCHOOL OF LAW 

STATEMENT OF HON. VINCENT FORT 

Mr. Fort. Thank you, Mr. Chair, for bringing the subcommittee 
to Atlanta. We appreciate you for that. It is good to see my good 
friend, David Scott from Atlanta, we appreciate you and everything 
you are doing. 

Mr. Chair, in my comments, I am going to focus on work that an 
ad hoc coalition has done over the last 6 months. That coalition is 
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the Atlanta Fighting Foreclosure Coalition. It came together earlier 
this year as a result of a tidal wave of bank foreclosures occurring 
in Atlanta. At the same time, banks and other financial institu- 
tions that had in fact destroyed the economy and perpetrated pred- 
atory lending practices, received hundreds of millions of dollars of 
Federal bailout. The coalition, the Atlanta Fighting Foreclosure Co- 
alition, is made up of almost 40 civil rights. State, labor and social 
justice organizations. 

The coalition focused its activity on Wells FargoAVachovia. Wells 
FargoAVachovia received at least $25 billion in the bailout. Wells 
FargoAVachovia also had an especially pernicious history of preda- 
tory lending. And additionally, Wachovia was one of the companies 
most involved in weakening the Georgia Fair Lending Act in 2003. 
You will hear more about that from other witnesses, I am sure. 

The Money Store and Golden West are two institutions that 
Wells FargoAVachovia bought that were notorious predatory lend- 
ers. In addition, we learned that Wachovia was making predatory 
loans directly in their branches in African-American neighborhoods 
here in Atlanta. Wells FargoAVachovia is being sued in several cit- 
ies and States, including Baltimore, Cleveland and Illinois. They 
are being charged with race-based lending practices. 

This spring, the coalition began a series of protests at various 
Wells Fargo/Wachovia locations. Richard Trumka, President of the 
AFL-CIO, came to Atlanta to show his support. Five members of 
the coalition, including myself, conducted civil disobedience at a 
Wells Fargo home finance office and were arrested. 

After that series of demonstrations. Wells FargoAVachovia put a 
moratorium in place on 1,400 October foreclosures. Unfortunately, 
they have refused to extend their moratorium for the next 6 
months as demanded by the coalition. Also, it appears that the loan 
modification protocol that Wells FargoAVachovia is using does not 
differ substantially from that which has failed in the industry over 
the last 2 years. The best research shows that loan modification 
using the Wells FargoAVachovia criteria results in payments stay- 
ing the same in 50 percent of the cases and actually the payments 
going up in 25 percent of the cases. 

The most important thing, in my estimation, that this committee 
can do is the following: 

One, work to create a best practices loan modification process 
which banks receiving TARP money would be required to follow. 
That best practices loan modification process should include at 
least these four things: 1. Decreasing the principal loan balance to 
make loans affordable. That is particularly important when home 
values are going down. We have, I believe the number is one out 
of every three loan mortgages in this country are upside down. The 
homeowner owes more on the loan than the house is worth, there- 
fore, if you do not decrease the principal loan balance, you really 
are not helping the homeowner to the fullest extent. 2. Lower the 
interest rate to make loans affordable. 3. Convert adjustable rates 
to fixed rates and then finally, very important, because none of the 
loan modification protocols that have been put together in the last 
couple of years from Hope Now Alliance to Hope Now for Home- 
owners to the President’s plan have included using reverse mort- 
gages with short payoffs for senior citizens — absolutely critical 
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when you have a senior in this situation where they are about to 
he foreclosed on, in an emergency, the use of good reverse mort- 
gages. This is not a silver bullet, but it goes a long way toward 
helping seniors. 

The second thing that needs to be done is we need to pass a Fed- 
eral law to stop predatory lending. I am very disappointed that has 
not progressed further over the last 3 years. The inclusion of as- 
signee liabilities is essential in any such law. 

And then three, I would hope that Congress would call for a civil 
rights investigation on the discriminatory practices of the major 
banks and other banks — Wells FargoAVachovia, Bank of America 
and Citigroup. 

Finally, Mr. Chair, I would just say that I am skeptical about 
giving more banks more bailout money without commitment to stop 
their bad lending practices and speculation. One of the concerns 
that I had about during the time when the TARP legislation was 
being discussed is that there was not a commitment received from 
the banks to stop these bad lending practices. So they got a blank 
check and the lending practices, they have not modified or changed 
their lending practices and so I would be skeptical about giving 
more money to more banks when they do not make commitments 
to the homeowners we are all concerned about. 

Thank you, Mr. Chair. 

[Applause.] 

Mr. KuciNICH. Thank you. I thank the gentleman. 

I just want to comment parenthetically, that is one of the reasons 
why some of us did vote against the bill. 

Mr. Fort. Yes, sir. 

Mr. Kucinich. The Chair recognizes the distinguished Ambas- 
sador, Ambassador Young. 

[The prepared statement of Hon. Vincent Fort follows:] 
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Statement 

Of 

Vincent D. Fort 
Georgia State Senator 
District 39 

Domestic Policy Committee Field Hearing 
Monday, November 2, 2009 
11:30 a.m. 

Committee Room 450 of the Georgia State Capitol Building 
206 Washington Street Southwest 
Atlanta Georgia 


‘‘Examining the Continuing Crisis in Residential 
Foreclosures and the Emerging Commercial Real Estate 
Crisis: Perspectives from Atlanta. ” 


The Atlanta Fighting Foreclosures Coalition came together earlier 
this year as a result of the tidal wave of bank foreclosures 
occurring in Atlanta. At the same time banks and other financial 
institutions that had destroyed the economy and perpetrated 
predatory lending received hundreds of billions of federal bail-out 
dollars. The Coalition is made up of almost forty civil rights, faith, 
labor, and social justice organizations. 
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The Coalition had focused Wells Fargo/Wachovia. Wells 
Fargo/Wachovia received at least 25 billion dollars in the bail-out. 
Wells Fargo/Wachovia also had an especially pernicious history of 
predatory lending. Wachovia was one of the companies most 
involved in weakening the Georgia Fair Lending Act in 2003. The 
Money Store and Golden West are two institutions that Wells 
Fargo/Wachovia bought that were notorious predatory lenders. In 
addition, we learned that Wachovia was making predatory loans 
directly in their branches in African-American neighborhoods here 
in Atlanta. 

Wells Fargo/Wachovia is being sued in several cities and states 
including Baltimore, Cleveland, and Illinois. They are being 
charged with race based lending practices. 

This spring the Coalition began a series of protests at various 
Wells Fargo/Wachovia locations. Richard Trumka, president of 
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the AFL-CIO came to Atlanta to show his support. This summer, 
five members of the Coalition including myself conducted civil 
disobedience at a Wells Fargo Home Finance office and were 
arrested. 

After that series of demonstrations, Wells Fargo/Wachovia put a 
moratorium in place on 1400 October foreclosures. Unfortunately, 
Wells Fargo/Wachovia has refused to extend its moratorium for 
the next six months as demanded by the Coalition. Also, it appears 
that the loan modification protocol the Wells Fargo/Wachovia is 
using does not differ substantially from that which has failed in the 
industry. The best research shows that loan medications using the 
Wells Fargo/Wachovia criteria result in payments staying the same 
in fifty-per cent of cases and, actually, going up in twenty-five per 
cent of cases! 

The most important thing that this committee could do is the 
following: 
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1. Work to create a best practices loan modification process 
which includes 

a. Decreasing the principal loan balance to make loans 
affordable 

b. Lowering the interest rate to make loans affordable 

c. Converting adjustable rates to fixed rates 

d. Using reverse mortgages with short payoffs for senior 
citizens 

2. Pass a federal law to stop predatory lending. The inclusion 
of assignee liability is essential in any such law. I am 
especially concerned that an anti-predatory legislation in 
Congress has not progressed further than it has in the last 
three years. 
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3. Call for a civil rights investigation on the discriminatory 
practices of Wells Fargo/Wachovia, Bank of America, and 
Citigroup. 

Finally, I am skeptical about giving more bail-out money to more 
banks without commitments to stop the bad lending and 
speculation that created the crisis we are in. 
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STATEMENT OF ANDREW YOUNG 

Mr. Young. Mr. Chairman, I thank you for giving me this oppor- 
tunity. 

I come here as a former member of the Banking Committee when 
I think this crime began. I was elected to Congress in 1973 and we 
were on the end of really the most stable period of the global econ- 
omy. From 1944 roughly to 1974, you had a global economy an- 
chored to gold and doing very well for everybody, because we 
thought it through and organized it. 

In 1973, in the Banking Committee, we suddenly ended the gold 
standard, broke up the Breton-Woods Agreements and allowed the 
dollar to float. The thing about that was that nobody asked any 
questions. And I was the last member of the committee and always 
committed to ask dumb questions, and I said, “If the dollar is not 
anchored by something, won’t people play politics with the dollar?” 
Arthur Burns took a puff on his pipe and said, “Young man, you 
will soon learn the dollar doesn’t need you to protect it.” Well, that 
shut me up. [Laughter.] 

But it sparked my mind to figure out what was going on, because 
I thought the Congress had made a decision that they did not un- 
derstand. Now normally, we would go back and revisit that. But 
Watergate broke a couple of weeks after that. Twenty-five years 
later, Paul Volcker, who was there with Arthur Burns and George 
Shultz, wrote a book saying that he and Arthur Burns and George 
Shultz had not discussed this question before they came over to 
testify before the House Banking Committee. That they got word 
from the White House that they were to testify to this effect. 

Now that bothers me because nobody understood what was going 
on, not even the people who were testifying. And we never went 
back to look at it. Now I think the effects of that were that we 
shifted from an economics that had been thought through for years 
in the Second World War by John Maynard Keynes. We suddenly 
made a switch to the economics of Milton Friedman. 

Now I am not an economist, I am a preacher. But I went back 
and tried to figure this out and I cannot figure out why we were 
doing all of this. But that Friedman economics launched us into a 
period of systematic deregulation at a time when the economy was 
being increasingly globalized. The price of oil at that time was $3 
a barrel. In 6 months, it was $30.00 a barrel, in 10 months, it was 
$50 a barrel. And we have been on an economic roller coaster ever 
since, that I think the Congress put us in. 

Now we then went through a period of change in the Congress 
when we repealed Regulation Q, which separated the savings and 
loans from the commercial banks. When savings and loans were 
handling housing, they knew the people they were lending to. 
When you broke that up, you suddenly had commercial banks put- 
ting together securitized mortgage packages that they did not know 
what they were doing. Not only did the savings and loans go under, 
but when the savings and loans went under, the Federal Deposit 
Insurance Corp. drew this line in the sand so that they had no 
flexibility in dealing with community banks. 

I am saying, Mr. Chairman, that the Congress helped get us into 
this situation. And I would hope that your committee on reform 
would take a good look at this all the way back from the beginning 
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of this crime scene and help us solve some of these broader eco- 
nomic problems. 

In spite of all that you hear, Georgia is a very healthy economy. 
These banks are relating to small businesses and farmers; yes, 
they were extended by values, but many of them are not predatory 
lenders, many of them are community banks serving their commu- 
nities very well. And our communities are thriving. Look at our air- 
port, we have almost 3,000 flights a day coming in here. Atlanta 
has grown from about two million when I was mayor, in the metro- 
politan area; as of the other day we had 5,595,000 people coming 
in here. We will be six million people before long. So this is not a 
sick community. 

And given a little time and a little flexibility, I think a lot of the 
good people who are running our small banks would be able to 
work these problems out without handicap. If you close these banks 
because of an academic or theoretical reason, by and large, you are 
throwing the country in more debt and you are throwing people in 
more debt, and there are no winners if we keep on going the way 
we are going now. 

But thank you, Mr. Chairman, I think you can make us all win- 
ners and we can find a win-win solution to this. 

Mr. KuciNICH. Thank you very much. Ambassador Young. 

[Applause.] 

Mr. Kucinich. The Chair recognizes Mr. Manning. I think you 
can use that mic to your left, Mr. Manning. 

STATEMENT OF BURT MANNING 

Mr. Manning. Certainly, sir. 

I am humbled to be here. Is it possible to put up a brief 
PowerPoint presentation that would show some slides that I think 
would make the few comments that I have meaningful? 

[Brief pause.] 

Mr. Manning. As I stated earlier, I am humbled and honored to 
be here and be part of the program. I must say if I had done a 
more in-depth presentation, I would have probably wanted to copy 
some of the things you three Congressmen said to start with, some 
of the things that Senator Fort has said over the years and down 
at the end of the table when we get to it. Professor Immergluck, 
because one of the things that 

Mr. Kucinich. How are we doing there? 

Mr. Manning. You have packages and I just wanted 

Mr. Kucinich. Let us just wait a second and see if we can get 
this up. If we cannot, you know 

Mr. Manning. It would help, sir. 

Mr. Kucinich. We are going to hold the clock. Can we get this 
working? And if not, maybe you could just give a summary of what 
the slide show represents. We will give it a try. 

[Brief pause.] 

Mr. Young. Mr. Chairman, while we are waiting, I have a letter 
from our mayor pertaining to this and a report by the Carl Vinson 
Institute on Dismantling Persistent Poverty in Georgia that I 
would like to submit for the record. 

Mr. Kucinich. Gladly receive it. Without objection, it will be en- 
tered into the record. Thank you very much. 
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[The information referred to follows:] 
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Mr. Kucinich. I do not think this is going to happen right now. 
Mr. Manning, if you would like to begin with your presentation and 
we will reset the clock to 5 minutes, and if you would like to begin 
with your presentation and kind of summarize what the charts and 
the slides show. And what we will do, you know, when we post this 
on the Web, I will ask my staff to try to see if we can find a way 
to integrate your presentation, your slide presentation along with 
your oral testimony. OK? 

Mr. Manning. My pleasure, sir, thank you. 

Mr. Kucinich. You may proceed. 

Mr. Manning. I am pleased to represent the Fulton County 
Board of Assessors and we do represent all of Fulton County, 
slightly over a million of the five million people that Ambassador 
Young was talking about. 

Foreclosures have had a devastating effect on the values of indi- 
vidual properties and the overall tax digest in Fulton County. By 
all indications, this will continue for the next several years. 

As shown on the following charts, the number of valid, or arms 
length, sales have fallen. At the same time, the number of dis- 
tressed sales have increased. 

Basically we went from having 40,000 arms length usable sales 
of just residential properties in Fulton County back as recently as 
2006, down to less than 30,000 last year and only 12,000 through 
the first 9 months of 2009. 

Similarly, we would have a little bit over 1,100 commercial sales 
per year throughout Fulton County to help us set our values on. 
That has fallen to 795, little less than 800 last year, and is only 
340 so far this year. 

Residential sales specifically, if you notice on the left-hand col- 
umn, those of you who have the chart in front of you, 28,000 valid 
sales down to 9400. Simultaneously in those same years, the other 
than typical, and this is anything that would be considered not an 
arms length sale such as a distressed sale, a foreclosure and other 
transfers, have risen dramatically in these years. 

There is a chart in there that talks about the sales ratio trends, 
which are important. You may know that we are measured on our 
percentage of value to the arms length and good length sales. The 
Board prides itself with trying to stay in the 92 to 95 percent 
range, which is a very safe, secure range for the citizens of Fulton 
County. 

By all indications, based on the sales for the first 9 months of 
this year, the values have fallen another 9 percent on the average 
across Fulton County. If we had to right now set our January 1, 
2010 values, we would be lowering values another 9 to 10 percent. 

Commercial sales have seen similar changes. Based on all projec- 
tions, as we have already heard today, the fallout over the next 
couple of years may be even greater for commercial properties. 
Sales ratios show us that we used to have 750-775 a year and we 
would have half that in non-typical sales. In 2008, we had 328 in 
the most viable city and county in the Southeast. And at the same 
time, we had more than 50 percent more than that of questionable 
sales, of non-typical for the market sales. So far this year, we have 
only had 240 good sales and that is just hard to deal with when 
we are setting values. 
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Sales ratios will show you that prior to us doing the commercial 
reval, we were running in the 80 percent range. We are holding in 
the 93-94 percent range. I actually believe that the statistics in 
front of you for commercial where we have labeled for 2010 are un- 
derstated. It is based — it is what it says based on the sales that 
we have right now. But we are expecting the shoe to drop. We are 
expecting commercial sales and commercial values to fall. 

There was an article in the Atlanta Journal-Constitution just last 
week which referred to the 12 years of office space that we have 
available. If in fact, we are to fill the office space at the current 
rate it has been going, frankly, it would take a better than current 
rate to do it, it would take 12 years to get us back to that point. 

The end result has been and will continue to be increased 
millage rates, as Congressman Westmoreland said, resulting in 
higher tax bills, even though appraised values have fallen, if the 
cities, the school boards and the county governments that depend 
on our tax digest are to provide the services they are supposed to. 

There is a chart in there that shows the gross digest by class and 
shows the residential part dipping. Again, it shows the commercial 
staying flat or up slightly; however, I am sitting here with $3 bil- 
lion of assessed value in appeal from my 2009 commercial property. 
So by the time that gets resolved, I think you will see the down- 
turn. 

Then, last but not least, I think we are a tale of two cities — two 
buildings, two cities. A couple of years ago, the Bank of America 
building sold for a little over $300 a square foot. It is billed to be 
the tallest building in the eastern United States outside the cities 
of New York and Chicago, and it is right here in Atlanta. And the 
people who bought it and invested in it thought that they had a 
gem. They are already appealing their value, they are already see- 
ing occupancy fall and do not know where it will end. Simulta- 
neously, right outside this building, you can look downtown and see 
a building called the Equitable Building. At the time when it fore- 
closed in June of this year, it was the third largest office building 
in the United States that had foreclosed this year. It sold originally 
in 2006 for $100 a square foot, it was foreclosed at less than $50 
a square foot for a prime class A office building. 

Respectfully, I am here if I can be any help to you. I appreciate 
the opportunity to participate. 

Mr. Kucinich. I want to thank Mr. Manning for that testimony. 
Thank you, sir. 

The Chair recognizes Mr. Brewer. You may proceed, Mr. Brewer, 
5 minutes. 

[The prepared statement of Mr. Manning follows:] 
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STATEMENT OF BRENT BREWER 

Mr. Brewer. Good morning, Chairman and members of the sub- 
committee. Thank you for inviting me here today to testify on 
issues concerning the residential real estate finance crisis. Over 3 
years before the foreclosure crisis became a national issue, I came 
to be interested in the mortgage fraud/foreclosure issue as an indi- 
vidual concerned about the many vacancies it created in my neigh- 
borhood of historic West End, a zip code 30310 community, and 
why our tax assessments were rising based on implausible property 
values. 

For the bulk of the last decade, the zip code 30310 communities 
have been the most mortgage fraud impacted communities in the 
State of Georgia, as well as the nation. Mortgage fraud has turned 
about 30 percent of the homes in my neighb^orhood into empty 
shells. 

As the chair of the Historic West End Mortgage Fraud Commit- 
tee, in November 2006, I organized a mortgage fraud inventory of 
my entire neighborhood that identified over 300 out of 950 residen- 
tial houses suspected of mortgage fraud, based on inflated sales 
history without evidence of renovation supporting the high sales 
prices. This extreme vacancy rate depressed property values, cre- 
ated a variety of public safety issues and deprived the neighbor- 
hood of new residents who could make a positive contribution to 
the development of the community. 

Mortgage fraud also artificially boosted property taxes. It un- 
fairly taxed any new homeowner who purchased in the neighbor- 
hood after 2000. Based on an inflated previous sale, the property 
tax increase was a disincentive to potential owner-occupants. New 
neighbors complained of paying an additional $300 a month in 
property taxes. It also is a persistent problem for long-term resi- 
dents who see their property taxes increase even as the blight of 
vacant houses decreased their home equity. Even if the property 
tax is corrected, there is no hope of recouping this money. 

Thus, mortgage fraud has been the most pressing issue facing 
historic West End, a neighborhood which sought to protect its his- 
toric houses from fraudsters through a State historic designation 
and which wanted to market itself as the next intown single family 
residential destination. 

If you define a mortgage fraud property as a property bought and 
sold with no intention of anyone living in it for long periods of time, 
the prevailing mortgage fraud imagery has commonly been por- 
traits of abandonment and blight, such as entire streets of vacant 
houses or overly priced properties in various levels of disrepair. 

In 2007, I produced a documentary with a neighbor. Pollock 
Richards, called “When a House Is Not a Home,” to show historic 
West End as a neighborhood of beautiful housing stock and neigh- 
bors with an elevated sense of community. Through addressing the 
issue and dispelling some misrepresentations about our mortgage 
fraud impacted neighborhood, we hoped to encourage new neigh- 
bors to move into the hundreds of houses left vacant by mortgage 
fraud activity, effectively turning our vacant houses back into 
homes. 

Once the extent of the mortgage fraud problem was identified, 
my neighbors redoubled marketing efforts to promote the historic 
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West End to attract new residents to buy our vacant properties. 
During the 2006 and 2007 calendar years, the historic West End 
neighborhood was featured in Atlanta Journal-Constitution arti- 
cles, established a community newsletter and Web site to highlight 
the community’s unique assets, re-established a tour of homes 
event, and promoted their neighborhood in the spring and fall 2007 
Home Atlanta Show. 

Just as important, the neighborhood demanded retractions for 
any stories that unjustly painted the neighborhood in a negative 
light. Consequently, the historic West End experienced 70 sales in 
both 2007 and 2008. 

Since the foreclosure crisis went national in the fall of 2008, the 
historic West End neighbors have addressed the foreclosure issue 
with the following actions: In November 2008, our neighbors were 
outraged that the city of Atlanta’s Neighborhood Stabilization Pro- 
gram application failed to acknowledge that the HUD defined areas 
of greatest need overlapped the heavily mortgage fraud impacted 
neighborhoods of northwest and southwest Atlanta. 

Collaborating with four other southwest neighborhoods, the his- 
toric West End Neighborhood Association grudgingly supported an 
application for a not-for-profit organization to acquire, rehab and 
sell 25 foreclosed single family homes in the five neighborhoods. 
The not-for-profit organization. University Community Develop- 
ment Corp., was awarded an NSP grant. In support of the applica- 
tion, the neighborhood association submitted a list of approxi- 
mately 34 closed single family fixer uppers in need of substantial 
repairs thought to be too costly for the targeted owner-occupant 
home buyer. These properties were concentrated in historic West 
End’s northwest quadrant, the most mortgage fraud impacted por- 
tion of our neighborhood. 

In October 2009, UCDC contacted the neighborhood requesting 
additional properties because many of the properties on their origi- 
nal list were no longer available. In the northwest quadrant, con- 
sidering the original list, there has been 27 house sales with an av- 
erage sales price of approximately $50,000; 21 of the 27 properties 
have been purchased by investors through cash sales, meaning 
there have only been warranty deeds. Even though those properties 
have sat empty for years, no building permits have been applied 
for. To the neighborhood’s detriment, the speculation market ap- 
pears to be out competing the neighborhood stabilization program 
effort. 

Thank you. 

[The prepared statement of Mr. Brewer follows:] 
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Brent Douglas Brewer 

Zip Code 30310 Mortgage Fraud Task Force Member 
before 

Committee on Oversight and Government Reform 
Subcommittee on Domestic Policy 
November 2, 2009 

Good morning Chairman Kucinich and members of the Subcommittee. Thank you for 
inviting me here today to testify on issues concerning the residential real estate finance 
crisis. Over three years before the foreclosure crisis became a national issue, I came to be 
interested in the mortgage fraud/ foreclosure issue as an individual concerned about the 
many vacancies it created in my neighborhood of Historic West End, a zip code 30310 
community, and why our tax assessments were rising based on implausible property 
values. 

For the bulk of the last decade, the zip code 30310 communities have been the most 
mortgage fraud impacted communities in the state of Georgia as well as the nation. 

According to the Georgia Residential Mortgage Fraud Act, in simplest terms, mortgage 
fraud describes a broad variety of criminal actions where the intent is to materially 
misrepresent or omit information on a mortgage loan application to obtain a larger loan 
than would have been obtained had the lender known the truth. 

On a neighborhood level, mortgage fraud had turned about thirty percent of the homes in 
the neighborhood into empty shells. As the chair of the Historic West End’s mortgage 
fraud committee, in November 2006, 1 organized a mortgage fraud inventory of my entire 
neighborhood that identified over 300 out of 950 residential houses suspected of 
mortgage fraud based on an inflated sales history without evidence of renovation 
supporting the high sales prices. This extreme vacancy rate depressed property values, 
created a variety of public safety issues, and deprived the neighborhood of new residents 
who could make a positive contribution to the development of the community. 

Mortgage fraud also artificially boosted property taxes. It unfairly taxed any new home 
owner who purchased in the neighborhood after 2000. To pay double the property tax on 
a property (based on an inflated previous sale) in need of several thousand dollars in 
repair cost (from years of neglect), the property tax increase was a disincentive to 
potential owner-occupants. New neighbors complained of paying an additional 
$300/month in property taxes. It is also a persistent problem for long time residents who 
see their property taxes increase even as the blight of vacant houses decreases their home 
equity. Even if the property tax is corrected, there is no hope of recouping this money. 

Thus, mortgage fraud has been the most pressing issue facing the Historic West End, a 
neighborhood which sought to protect it’s historic houses from fraudsters through a state 
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historic designation and which wanted to market itself as the next “intown” single family 
residential destination. 

If you define a mortgage fraud property as a property bought and sold with no intention 
of anyone living in it for long periods of time, the prevailing mortgage fraud imagery has 
commonly been portraits of abandonment and blight such as entire streets of vacant 
houses or overly priced properties in various levels of disrepair. 

In 2007, 1 produced a documentary, When a House is Not a Home, with a neighbor 
Paulette Richards, to show Historic West End as a neighborhood of beautiful housing 
stock and neighbors with an elevated sense of community. Through addressing the issue 
and dispelling some misrepresentations about our mortgage fraud impacted 
neighborhood, we hoped to encourage new neighbors to move in to the hundreds of 
houses left vacant by mortgage fraud activity, effectively turning our vacant houses back 
into homes. 

In spring 2008, we undertook a rough cut screening tour, primarily targeting southwest 
and northwest neighborhoods that were most impacted by mortgage fraud activity. Over 
250 residents and community activists attended. In conjunction with the screening tour, a 
petition was circulated calling for Kevin Wiggins, who had recently pled guilty to 
conspiracy and wire fraud charges relating to a large-scale mortgage fraud scheme 
targeting West End neighborhoods, to receive the maximum sentence. Over 100 
concerned residents affected by the case signed the petition. 

At Kevin Wiggins’s sentencing hearing on July 29, 2008 in Federal District Court, the 
United State’s Attorney prosecution team entered into evidence a seven-minute excerpt 
from When a House is Not a Home to buttress its argument that mortgage fraud is not 
only about defrauding lending institutions and homeowners but also about the devastating 
impact that such crimes have on the effected community. 

The judge sentenced Wiggins to 8 years, 4 months in federal prison, which exceeded the 
prosecutors’ sentencing recommendation. Wiggins was also ordered to serve 3 years of 
supervised release and pay restitution in the amount of $6,477,164 and for good measure 
the judge tacked on two hundred hours of community service. Two co-conspirators were 
also sentenced. 

The documentary also provides a step-by-step guide to how a homeowner can proactively 
challenge a house’s elevated tax assessment. It has educated new neighbors to appeal 
their tax evaluation. 

Once the extent of the mortgage fraud problem was identified, my neighbors redoubled 
marketing efforts to promote the Historic West End to attract new residents to buy our 
vacant properties. During the 2006 and 2007 calender years, the Historic West End 
neighborhood was featured in Atlanta Journal Constitution articles, established a 
community newsletter {The Our West End Newsletter) and website to highlight their 
community’s unique assets, reestablished the Tour of Homes event, and promoted their 
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neighborhood in the spring and fall 2007 Home Atlanta show. Just as important, the 
neighborhood demanded retractions for any stories that unjustly painted the 
neighborhood in a negative light. Consequently, the Historic West End experienced over 
70 sales in 2007 and 2008. 

Since the foreclosure crisis went national, the Historic West End neighbors have 
addressed the foreclosure issue with the following actions: 

• In November 2008, our neighbors were outraged that the City of Atlanta’s 
Neighborhood Stabilization Program (NSP) application failed to acknowledge 
that the HUD-defined areas of greatest need overlapped the heavily mortgage 
fraud impacted neighborhoods of northwest and southwest Atlanta. 

• Collaborating with four other southwest neighborhoods, the Historic West End 
neighborhood association grudgingly supported an application for a not-for-profit 
organization to acquire, rehab, and sell 25 foreclosed single-family homes, 
divvied up among the five neighborhoods. The not-for-profit organization, the 
University Community Development Corporation (UCDC) was awarded the NSP 
grant in June 2009. 

• In support of the NSP application, the neighborhood association submitted a list 
of approximately 30 foreclosed single family “fixer uppers” in need of substantial 
repairs (i.e., fire damage, foundation stabilization) thought to be too costly for the 
targeted owner-occupant homebuyer. These properties were concentrated in 
Historic West End’s northwest quadrant, the most mortgage fraud impacted 
portion of our neighborhood. 

• In October 2009, UCDC requested additional foreclosed properties because many 
of the properties on our original list were no longer available (see West End 
Mortgage Fraud Tracking Map NW Quadrant), 

• In the northwest quadrant, since generating the original NSP properties list, there 
has been 32 house sales with a median sales price of $28,625 (see Sales After 
November 2008 NSP Application Submittal). Investors (non owner-occupied 
buyers) purchased the majority of these properties. Building permits were seldom 
applied for suggesting little if any renovation. When building permits were 
applied for, the cost of construction appears insufficient for the long-term vacancy 
experienced by these properties. Worst of all, more than 15 properties appear to 
have been purchased as “dump properties”- properties purchased at a low cash 
price with no intention of renovation or occupation. 

• To the neighborhood’s detriment, the speculation market appears to have 
outcompeted the NSP programs efforts. 

• Alyssa Katz’s There Goes the Neighborhood found similar findings. The article 
is attached. 
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Mr. Kucinich. Thank you very much, Mr. Brewer, for your testi- 
mony. 

[Applause.] 

Mr. Kucinich. We are going to go now to Mr. Brennan. 

I wanted to just state that usually we do not have the audience 
engage in demonstrations for or against witnesses, but in your 
case, Mr. Brewer, I feel like the historic West End is a neighbor- 
hood that I would applaud for too. So thank you. 

Mr. Westmoreland. I would like to make a comment if I could. 
I spent many a day at Gordon Theater there in West End, I do not 
know if you even know where it is at now. My father was a fireman 
for 20 of the 26 years he was on the Atlanta Fire Department at 
Lee and Avon. And all my shopping was done at Sears & Roebuck. 
So I am very familiar with that beautiful area. 

Mr. Kucinich. The Chair recognizes Mr. Brennan. You may pro- 
ceed. 


STATEMENT OF WILLIAM J. BRENNAN 

Mr. Brennan. Mr. Chairman, other Members of Congress on this 
committee, thank you for inviting me to testify about this very seri- 
ous problem that we have been addressing for almost 20 years now, 
subprime predatory mortgage lending and other types of abusive 
mortgage lending. 

And Mr. Chair, I would ask for the benefit of the three Congress- 
men here if this chart could be passed out. 

Mr. Kucinich. Without objection, I would like to take a look at 
it myself If staff would get that so we can follow it, please? Just 
pass it around, we have a lot of people in this room. 

Mr. Brennan. I also have a blown up chart. I do not know if 
folks can see it, if it could be raised up somehow. 

Mr. Kucinich. Why do you not proceed then and we will take 
care of that. 

Mr. Brennan. Thank you. 

Mr. Kucinich. And maybe what you can do is hold that chart up 
so that people in the audience can see it and understand Mr. Bren- 
nan’s testimony. Go ahead, please. 

Mr. Brennan. The point of that chart, Mr. Chairman, which I 
will get into in a little more detail, is that this subprime mortgage 
securitization system where subprime mortgages have been bun- 
dled together and securities issued off of them that are sold to in- 
vestors, has driven this business and has driven our homeowners 
really into despair, confusion and foreclosures and it needs to be 
understood, to some extent, how it works and who has been push- 
ing it so hard. Mainly the national investment banks, that jumped 
into this issue in a big way in the early part of this decade, have 
bundled together these mortgages to the tune of hundreds of bil- 
lions of dollars with loans put into the pools that were unaffordable 
and are now not performing, and those are what we now call — I 
hate it when they say toxic assets — what they are are securities 
that are issued off of bundled together defective mortgages that 
were marketed to people like my client, Ms. Diane McCoy, who is 
sitting here, from Villa Rica, Georgia who is facing foreclosure. 
They will not settle her case and that is why we need to be looking 
at this chart. 
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I am sorry to get a little emotional, but 

Mr. Kucinich. Go ahead. 

Mr. Brennan [continuing]. We see thousands and thousands of 
cases where homeowners were driven into foreclosure by these ter- 
rible lending practices and nothing has really been done to stop it 
over 20 years that we have looked at this. 

And I would just briefly tell you that I started at Atlanta Legal 
Aid in 1968, worked in the northwest office which covered all of 
northwest and west Atlanta, which was primarily African-Amer- 
ican and still is to a great extent. And I observed in my work there 
that there was a vast amount of minority African-American home- 
ownership in those communities. Those folks had good solid VA 
and FHA loans and they were thriving. Occasionally a hard lender 
would come in from the white community and make an abusive 
second mortgage loan and we would handle some of those. But by 
and large, things were doing very well. 

In fact, another very positive thing that developed right after 
that in the late 1980’s was an effort of the Georgia Housing Coali- 
tion which filed a CRA complaint against then Trust Company 
Bank, saying that they were not making bank home buyer loans 
to African-Americans and that is how I met Senator Fort. He was 
on that committee at the time. And we had a hearing before the 
Federal Reserve and our request to require Trust Company Bank 
to make good, affordable loans to eligible, financially eligible Afri- 
can-American home buyers was turned down by the Atlanta Fed. 
And what resulted was a series — we brought our data over to the 
Atlanta Constitution and they published a series called “The Color 
of Money” that showed that these loans were not being made to 
black home buyers and it won a Pulitzer Prize and in my view 
changed banking, not just in Atlanta but all over the country. So 
that was very positive. 

Unfortunately, right on the heels of “The Color of Money,” which 
was published in 1988, came the subprime mortgage lending sys- 
tem. And in the early 1990’s, at the Home Defense Program, which 
was created to deal with foreclosure rescue scams, we started see- 
ing a stream of cases that would serve as a warning bell for events 
to come. Fleet Finance, a subsidiary of the largest bank in New 
England, Fleet Bank, had headquartered itself in Georgia and it 
was making atrocious refinance mortgage loans to low-income, 
largely minority homeowners. These loans carried outrageous inter- 
est rates ranging from 19 to 29 percent and high points and fees 
often exceeding 10 percent. Many of the loans were flipped repeat- 
edly, thereby taking the equity out of the home. This was one of 
the first times where we saw this warning about the securitization, 
because all of the Fleet loans were securitized. Chemical Bank was 
the trustee and they were issuing securities to investors, even back 
then in the early 1990’s. 

So we partnered, my partner Karen Brown, and I partnered with 
some very good private lawyers that were suing Fleet, including 
former Governor Roy Barnes and his associate Howard Rocklin and 
attorneys in Augusta, Georgia, one of whom was suing Fleet for 
race discrimination under the Georgia Fair Housing law. We filed 
a complaint with the Attorney General Michael Bowers and we 
really went after Fleet. We sued them in individual cases and they 
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finally collapsed after they were featured on “60 Minutes” and we 
had settlements all the way around. And Fleet Finance went out 
of business, not Fleet Bank. It was later acquired by Bank of Amer- 
ica, but we thought gee, this was a great effort. And a lot of atten- 
tion was focused on what was happening with Fleet in Georgia and 
we thought no other national bank would ever dream of getting 
into this business. 

In fact, just the opposite happened. During — I will just briefly go 
through two decades here — in the 1990’s, we began to see a high 
volume of cases with The Associates. The Associates took over all 
the Fleet cases, it was from Texas. It was a finance company owned 
by the Ford Motor Co. and we were approached by ABC News to 
do a story about them on Prime Time Live. We did and as soon as 
that story aired. Ford disassociated itself from The Associates and 
spun them off to its stockholders as a standalone company. Then 
Citigroup bought the Associates. We were just amazed that 
Citigroup, which was then about to become the largest bank in the 
country, would be buying the worst predatory lender, but that is 
exactly what happened. 

And not just Citigroup, but we saw other companies such as 
First Union, Chase, Wells Fargo, Washington Mutual and even 
Bank of America, Nation’s Bank, opening up subprime units. I will 
say one thing about Bank of America, a few years ago, they shut 
down their subprime units because they did not like the reputation 
or maybe the exposure they were getting. But the other banks 
jumped into it in a big way. Not just national banks, but invest- 
ment banks. Lehman Brothers began this process. Lehman Broth- 
ers began underwriting securities based on loans originated by 
First Alliance Mortgage Co., one of the worst predatory lenders we 
ever saw. Eventually Lehman began acting as a lender for First Al- 
liance, capitalizing it so it could make more and more abusive, 
predatory loans. This happened in spite of the fact that internal 
Lehman investigations revealed that First Alliance had extremely 
suspect lending and sales practices. But that did not stop Lehman 
and it did not stop 

Mr. Kucinich. I am going to ask the witness if you could try to 
wrap up your testimony so we can try to keep the time equal. 

Mr. Brennan. Well, I will just end by saying this, you know, in 
the last decade, there were efforts to deal with predatory lending. 
Congressman Scott introduced a bill in 1993, a floating interest cap 
bill, a usury bill, that we thought would drive the lenders out. It 
did not — it passed the Senate, but not the House. And the Congress 
enacted the Homeownership Inequity Protection Act, which we 
thought would stop predatory lending. The triggers were set too 
high, it did not work. It had assignee liability. It gave the Fed — 
it gave Chairman Greenspan complete regulatory authority to stop 
predatory lending in any way he saw fit. He chose not to do so. 

You know, the States tried to get into it. Georgia passed the 
Homeownership Inequity Protection Act after North Carolina 
passed a very good law, which was the strongest in the country. 
The industry descended on Georgia when Governor Barnes was not 
reelected in 2002 and they amended that very good law that would 
have helped us tremendously, that had some assignee liability, 
they amended it and gutted it so it is of very little use to us today. 
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So where do we end up? We end up in the 2000’s with these com- 
panies running out of financially eligible borrowers and making 
loans to them anyway, unaffordable loans. When you make 
unaffordable loans, they put them into these pools, you are affect- 
ing the value of the securities for the investors, but you are causing 
foreclosures. There were almost 12,000 foreclosures, as the chair- 
man stated earlier for October. There is almost a like number for 
November and we have homeowners like my client, Ms. McCoy 
from Villa Rica, streaming into our offices with unaffordable loans. 
The first question we ask is how much was your income when you 

f ot the loan and how much is the loan. A typical senior income, 
1,400 a month; loan amount, $146,000. 

Mr. Kucinich. I want to thank the gentleman for his testimony. 
The Chair recognizes Ms. McCoy. Let me make sure I have this 
mic working there. You may proceed. We appreciate your presence 
here. 

[The prepared statement of Mr. Brennan follows:] 
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Testimony of William J. Brennan, Jr. 

Director, Home Defense Program of Atlanta Legal Aid Society, Inc. 

Before the United States House of Representatives 
Domestic Policy Snbcommitte 
Oversight and Government Reform Committee 
Committee Room 450 of the Georgia State Capitol Building 
206 Washington Street, S.W. 

Atlanta, Georgia 

Monday, November 2, 2009 
11:30 a.m. 

“Examining the Continuing Crisis in Residential Foreclosures and the Emerging 
Commercial Real Estate Crisis: Perspectives from Atlanta.” 

I extend my thanks to the United States House Domestic Policy Subcommittee for 
inviting me to testify regarding the development of the residential foreclosure crisis in 
Georgia. My name is William J. Brennan, Jr., and I’ve been an attorney at Atlanta Legal 
Aid for the last 41 years. For the past 21 years. I’ve served as the director of the Home 
Defense Program, a special unit of the Atlanta Legal Aid Society focusing on fraudulent 
practices targeted against homeowners and homebuyers. 

Over the decades, the Home Defense Program has provided legal representation, legal 
advice, and referrals to low and moderate income homeowners who have been victimized 
by home equity and home purchase scams, foreclosure rescue scams, and above all, 
predatory mortgage lending. We also participate in community education efforts aimed 
at warning homebuyers and homeowners of the abuses and scams found in the mortgage 
market. 

When a homeowner comes to the Home Defense Program for help, we begin by 
investigating their case for legal claims. Those legal claims vary in the type of remedy 
they provide. In some cases, we are able to use them to obtain cancellation of the abusive 
mortgage. In others, we are able to obtain a loan modification for the homeowner that 
lowers the interest rate, lowers the monthly payments, and, most importantly, lowers the 
principal balance. With seniors living on a fixed, limited income who may not be able to 
afford a mortgage payment, we seek to put in a place a reverse mortgage where the 
abusive lender takes a substantially short payoff in exchange for a settlement of the 
homeowner’s legal claims. 

During the course of my career at Atlanta Legal Aid, and through my representation of 
thousands of homeowners, I have watched the evolution of subprime, predatory lending 
grow from a problem of lack of access to good credit in low-income and minority 
neighborhoods, to a series of waves of abusive lending targeted at these same 
communities beginning in the 90s and cresting in the mid 2000s, culminating in the 
financial and economic crisis that has battered this nation’s economy for the last two 
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years. And while national commentators look at the stock market and proclaim the end 
of the recession, millions of homeowners are facing foreclosure and the loss of their 
homes as a direct result of the mortgage meltdown. 

There are three primary trends I wish to discuss today that I have observed over the last 
41 years of my career. First, I would like to discuss the changes in the types of mortgage 
loans bearing predatory, abusive features. The second trend is the disturbing increase in 
predatory mortgage lending by national banks and their subsidiaries. Finally, preemption 
at the federal level and a weakening of predatory lending laws at the state level have 
stripped consumers and their advocates of many of the tools they were using to fight 
predatory lending. 

History 

I began my career as a staff attorney at the Atlanta Legal Aid Society in 1968 in 
northwest Atlanta. At the time, I was struck by the high rates of minority 
homeownership in the communities I worked in. Most of the low and moderate-income 
homeowners in these communities had good, affordable FHA and VA loans. While these 
loans were slightly more expensive than the best bank loans, they were underwritten well 
and serviced effectively. However, because many traditional lenders and banks did not 
make loans in these communities, there was not enough access to good credit. In the late 
60s and early 70s, many of the homeowners in these communities were made second 
mortgages that were filled with abusive features like high interest rates, high points and 
fees, and worthless products like credit insurance where the creditor was the named 
beneficiary. 

Predatory mortgage lending largely remained confined to second mortgages made by 
local hard money lenders for several years. In the late 1980s, we began noticing a large 
number of foreclosure rescue scam cases in the Atlanta metro area. Con artists were 
finding homeowners in trouble and reaching out to them, promising they would save their 
homes. Instead, these scammers wound up stealing their homes and the valuable equity 
in the homes. I formed the Home Defense Program in 1 988 as a special unit to combat 
these scams, and received HUD Community Development Block Grant funds from the 
DeKalb County, Georgia Community Development Department to do this work. 

In the early 90s, we started seeing a stream of cases that would serve as a warning bell for 
events to come. Fleet Finance, a subsidiary of the largest national bank in New England, 
Fleet Bank, had headquartered itself in Georgia and was making atrocious refinance 
mortgage loans to low-income, largely minority homeowners. These loans carried 
outrageous interest rates ranging from 19 to 29%, and high points and fees (sometimes 
exceeding 10%). Many of these loans were flipped repeatedly, stealing equity from 
homeowners. Finally, many of these loans were securitized - one of the first warning 
signs I saw that trouble was brewing in the secondary mortgage market. My colleague at 
the Home Defense Program, Karen Brown, and I partnered with private attorneys and 
Georgia’s Attorney General to combat Fleet, coordinating our cases and strategies. The 
Attorney General eventually won a 1 15 million dollar judgment against Fleet, while 
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private attorneys won multiple class action settlements against Fleet Finance. The Home 
Defense Program obtained excellent settlements for nearly 50 homeowners, and brought 
national media attention to Fleet’s practices, including a segment on 60 Minutes. As a 
result of these events, Fleet Finance was forced out of business. 

After the Fleet Finance debacle, we assumed that major national banks would want to 
stay away from subprime, predatory mortgage lending. We were sadly mistaken. In the 
mid to late 1990s, nearly every major national bank jumped into the subprime market in 
an abusive and destructive way. ‘ For example, the Home Defense Program began taking 
on a high volume of cases involving The Associates, a finance company owned by Ford 
Motor Company. The Associates was eventually the subject of a segment on ABC’s 
Primetime Live regarding its abusive mortgage lending practices, which featured one of 
the Home Defense Program’s client-homeowners. Ford attempted to distance itself from 
Associates by selling it. To our dismay and astonishment, Associates was eventually 
purchased by CitiGroup and eventually merged with CitiFinancial, the finance company 
arm of CitiGroup. Other banks, like First Union, Chase, Wells Fargo, and Washington 
Mutual opened subprime lending subsidiaries, purchased ireestanding subprime lenders 
to fold into their business, or else made subprime mortgage loans directly out of their 
bank branches. This happened despite the fact that there was a clear pattern emerging 
regarding the life cycle of abusive standalone subprime lenders: they popped up, reaped 
huge profits for several years, and then collapsed because their predatory business model 
either proved unsustainable or else attracted the attention of state attorneys general or 
federal regulators like the FTC. This pattern has repeated itself at the national banks in 
the last two years, as they have been forced to shutter most of their subprime subsidiaries 
due to massive losses. 

The entry of the national banks into the subprime mortgage market coincided with two 
other developments that helped cause the current meltdown. First, while many of the 
predatory mortgages we had seen in the 1980s and 1990s had outrageous points and fees 
and interest rates that would make credit card companies blush, the loan amounts were 
often small and so the payments were still “affordable.” This meant that while the 
homeowners lost equity and were grossly overcharged and taken advantage of, they still 
generally did not lose their homes. However, in the late 1 990s and early 2000s, we began 
to notice that subprime mortgage refinances were being made with higher and higher loan 
balances and, accordingly, higher and higher monthly payments. This increase in 
monthly payments drastically heightened the risk that homeowners would lose their 
homes to foreclosure and eviction. 

Second, like the Fleet loans, many of these loans were securitized and sold onto the 
secondary market. As demand for these securities grew, propped up in part by the high 
yields gained from the comparatively high interest rates, the investment banks took 
notice. For example, Lehman Brothers began underwriting securities based on loans 
originated by First Alliance Mortgage Company. Eventually Lehman began acting as a 
lender for First Alliance, capitalizing it so it could make more and more abusive, 
predatory loans. This happened despite the fact that internal Lehman investigations 


SeeBanh Take Over Subprime, National Mortgage News, November 15, 1999, at I 
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revealed that First Alliance had extremely suspect lending and sales practices.^ First 
Alliance eventually and inevitably collapsed in 2000. This sour experience did not 
dissuade Lehman and the other major investment banks from jumping feet first into the 
subprime business. 

As the national banks, investment banks, and freestanding subprime originators churned 
through millions of subprime loans in an effort to fill pools of mortgages for the purposes 
of issuing securities, they ran into a problem in the early 2000s: financially eligible 
borrowers who could afford a mortgage were becoming increasingly scarce. Potential 
customers for subprime loans already had mortgages, and in fact were often mortgaged to 
the hilt. Instead of backing off, these institutions plunged ahead, with disastrous 
consequences. They made a deliberate decision to continue making mortgages, even 
when it was clear that there were few people left who had the ability to pay such a 
mortgage. The fact that unaffordable mortgages inevitably lead to default and 
foreclosure was apparently of no concern to them. Because most of these mortgages 
were being securitized, the originator was often out of the picture within weeks, if not 
days, while the parties investing in and holding the loans falsely claimed they had clean 
hands and no legal liability as assignees. This combination - originators who retained no 
stake in the loans, and assignees who could claim immunity to lawsuits regarding the 
predatory mortgages they held - has proven disastrous. In fact, the subprime 
securitization system was purposely designed to disperse risk in a way that immunized 
investors from the legal consequences of making the unaffordable mortgage loans that 
were the foundation of the securities they invested in. 

To make unaffordable mortgage loans seem affordable, originators began designing and 
using so-called “affordability” products like adjustable-rate mortgages, or “ARMS,” 
where the interest rate changed; hybrid- ARMs where the rate was fixed at a teaser rate 
for 2 to 3 years and then steadily and inevitably went up; interest-only loans where the 
borrower made only interest payments for 5 or 10 years (resulting in payment shock 
when the interest-only period expired); and finally, the Frankenstein of loan products, 
Pay-Option Arms, which combined adjustable interest rates, interest-only payments, and 
negative amortization. These mortgages included four levels of permissible payments 
with intention of deceiving borrowers into believing they could afford the mortgage at the 
lowest payment levels. However, these payments that would often double, triple, or even 
quintuple after only a few years. 

Originators also intentionally threw underwriting out the window, progressing from low- 
documentation loans, to no-documentation loans, to stated-income loans. In virtually 
every case we have seen, borrowers would provide proof of their correct income, which 
was duty ignored. In fact, we began seeing the following distinct features in the loan 
applications of the Home Defense Program’s clients. First, loans were being made with 
the income on the applications falsified, without the borrower’s consent or knowledge. 
Second, loans were being made with no income on the application at all, despite the fact 
that the borrower provided correct income documentation. Finally, many loans showed 
the borrower’s correct income - yet the loan was still entirely unaffordable on its face. 


^ In re First Alliance, 471 F.3d 977 (9th Cir. 2006). 
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Closing attorneys, settlement agents, and even loan officers right out of bank branches 
would conduct shotgun closings, racing through documents to prevent borrowers from 
discovering abusive features or irregularities. In those cases where our clients realized 
they had an adjustable rate or other non-fixed mortgage, they were promised that they 
could refinance before their payments reset. These promised refinances never happened, 
leaving homeowners stuck in an unaffordable mortage. 

The increasing demand for these mortgage-backed securities spurred the development of 
abusive lending practices and the deterioration of underwriting standards. As a result, all 
of the parties on the securitization chain saw huge profits - the originating lenders by 
charging high closing costs for terrible loans, the investment banks and national banks by 
underwriting and sponsoring the pools, and the ratings agencies by giving investment- 
grade ratings to subprime mortgage-backed securities that they failed to investigate.^ 
Perhaps the worst development on the investor-side of things was the growing 
involvement of Faimie Mae and Freddie Mac. These once-venerable institutions, which 
had once prided themselves on providing capital for fair, affordable home purchase 
mortgages, began purchasing immense amounts of subprime mortgage-backed securities. 
For example, in a 6-month period in 2004, they purchased nearly 61% of Ameriquest’s 
securities, nearly 40% of Countrywide’s securities, and nearly 64% of Fremont’s 
securities.*' All three of these companies have been widely recognized as among the most 
reckless subprime originators. By purchasing these companies’ securities, Fannie and 
Freddie provided capital to these companies allowing them to continue their predatory 
lending practices. In 2000, 1 testified before the United States House Committee on 
Banking and Financial Services, warning that if Fannie and Freddie were permitted to 
purchase large volumes of subprime securities that they risked their own collapse and the 
health of the nation’s economy.^ I took no satisfaction in watching those fears come true 
last summer. 

Against this backdrop, two key events occurred in the early part of this decade that 
contributed to the scope of the crisis in Georgia. First, lenders and other players in the 
mortgage finance industry (including national banks and the rating agencies) gutted a 
Georgia law that would likely have ameliorated much of the crisis’ impact in Georgia. 
Second, federal regulators utterly and embarrassingly not only abdicated their 
responsibility to oversee national banks and their subsidiaries - they actively preempted 
the application of consumer protection laws to national banks. These regulators blithely 
asserted that national banks were not the problem.^ However, as time and study has 
made clear, national banks and their subsidiaries made huge amounts of subprime loans 
that were unaffordable and doomed to foreclosure,’ 


’ Mara Der Hovanesian, Pointing a Finger at Wall Street, BUSINESS Week, August 1 1, 2008 at 80, 

See GSE Appetite for Subprime MBS Classes Remains Stout, INSIDE B&C LENDING, July 26, 2004, at 3 
(attached as Exhibit A). 

^ Hearing Before the H. Committee on Banking and Financial Services, 111* Congress (2000) (testimony 
of William J. Brennan, Jr.) {available at http://financialservices.house.gov/banking/52400bre.htm). 

Robert Berner and Brian Grow, They Warned Us, BUSINESS Week, October 20, 2008, at 38. 

’ Who’s Behind the Financial Meltdown: The Top 25 Subprime Lenders and Their Wall Street Backers, 
May 6, 2009 {available at http://www.publicintegrity.org/investigations/economic_raeltdown/ 
the_subprime_25/full_iist). 
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These events came about after the initial passage of the Georgia Fair Lending Act 
(“GFLA”) in 2002. In 2000, in response to the increasing presence of abusive lending in 
Georgia, advocates, led by State Senator Vincent Fort began pressing for the passage of a 
strong anti-predatory lending law along the lines of the first predatory lending law passed 
in North Carolina in 1 999. Although no bill was passed in 2000 or 200 1 , the cause was 
taken up by then-Govemor Roy Barnes, a longtime consumer advocate, in 2002. The 
Home Defense Program and Senator Fort were intimately involved in Governor Barnes’ 
push for a strong bill, and in 2002 GFLA was passed and immediately hailed as the 
strongest anti-predatory lending law in the nation. This law prohibited abusive lending 
practices, and included a strong assignee liability component, making the ultimate holder 
of the mortgage liable for violations of the law. By exerting discipline on the secondary 
market through assignee liability, Georgia advocates hoped to drive the worst predatory 
lending practices out of the state. 

To the discredit of the national banks, federal regulators, rating agencies, and other 
financial institutions, much of this good was quickly undone. In 2003, under a flurry of 
intense lobbying and a blizzard of checks,* GFLA was gutted, with many of its strongest 
provisions removed or substantially weakened. National banks and subprime originators 
descended on the Georgia capital, with Ameriquest playing a major role. At one point, 
Ameriquest withdrew from Georgia mortgage lending and claimed they would not come 
back. Quite frankly, the state would have been far better off if they had stuck to that 
promise. To this day, many of the worst loans we see are Ameriquest loans. 

Also contributing to the weakening of GFLA was the rating agency Standard and Poors. 
Standard and Poors claimed that because of GFLA’s assignee liability provisions, they 
would stop rating securities which included any Georgia loans. This is of course one of 
the same ratings agencies that gave investment grade ratings to deeply flawed subprime 
mortgage-backed securities that were filled to the brim with abusive loans. At the same 
time they abandoned their responsibility to examine the securities they were rating, they 
were actively seeking to weaken consumer protection laws. Of course, at this juncture. 
Standard and Poors knew that it stood to make hundreds of millions of dollars rating 
subprime mortgage-backed securities in the future. 

At that point, I must admit, we thought the worst was over. Then the Office of the 
Comptroller of the Currency and the Office of Thrift Supervision stepped onto the scene. 
Again to our dismay, in July 2003 John Hawke, head of the Office of the Comptroller of 
the Currency, assisted national banks in their efforts to take advantage of the subprime 
market by ruling that GFLA did not apply to national banks or their subsidiaries.^ Given 
that much of the subprime and predatory lending flowing from national banks was being 
done by their subsidiaries, these preemption determinations had a significant impact. Far 
from being leaders in the provident extension of credit, national banks were now free to 
stoop to the level of the lowest common denominator. 


* See Glenn R. Simpson, Lender Lobbying Blitz Abetted Mortgage Mess, WALL ST, J., Dec. 31, 2007 at At. 
’ Robert Berner and Brian Grow, They Warned Us, BUSINESS WEEK, October 20, 2008, at 40. 
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Conclusion 

The financial industry destroyed much of the good stemming from the initial passage of 
GFLA. Unwise and imprudent federal preemption further weakened the state of 
consumer protection in Georgia. Today we can all see the effects. More than 12,000 
foreclosures were scheduled for the Atlanta metro area in October, and more than 
1 00,000 homes are expected to be scheduled for foreclosure this year - shattering the 
record set last year.'® Major financial institutions have collapsed or been severely 
weakened by their reckless business practices, countless jobs have been lost, and 
neighborhoods have been left abandoned and empty. Unfortunately, it appears that 
lessons have not been learned. My imderstanding is that the latest version of the 
Consumer Financial Protection Agency bill, an urgently needed reform, has provisions 
allowing for federal preemption of state laws which seek to prohibit consumer abuses. It 
is my hope that Georgia will, in the future, once again be at the forefront of consumer 
protection. That hope is an empty one if the hard work of Georgia advocates, legislators, 
and citizens can be undone by federal regulators funded by the very institutions they 
regulate. Furthermore, reform of lending practices is urgently needed at the federal level, 
to provide a baseline of responsible underwriting in the extension of credit to consumers. 

Finally, it is most disturbing to see that our clients, most of whom are facing foreclosure 
as a direct result of the reckless behavior of the financial institutions that created the 
subprime mortgage debacle, are being offered no or minimal relief These national banks 
and investment banks manufactured and then, ironically, purchased the subprime- 
mortgage backed securities that are now known as “toxic assets.” In short, they brewed a 
poison and then drank it. They have subsequently driven the economy to the brink of 
disaster and been the recipient of trillions of dollars of taxpayer money. While they eat at 
the trough of federal tax dollars, homeowners have been offered a weak modification 
program called the Making Home Affordable Program that has no mechanism for 
enforcement and which fails to recognize and address the predatory lending abuses 
perpetrated over the last decade. The disparity between these two outcomes is as telling 
as it is disturbing. Banks have been taken care of, while millions of homeowners are left 
to face foreclosure and eviction. 

Thank you for your consideration of these comments. 


Michael E. Kannell, Metro Atlanta Foreclosures Swamp Last Year ‘s Record, September 1 6, 2009 
((iva(7aWealhttp;//www.ajc.com/business/metro-atlanta-foreclosures-swamp-140045.html) 
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July 26, 2004 


liNsids B&C lENdiNQ 


lin. Homecomings Financial, IndyMac, and Option 
One. 

Also covered by the survey are broker opin- 
ions on lender A-, 80-10-10 and 80-20, reduced-rate 
and low downpayment programs. Other topics cov- 
ered by the survey include the reasons that brokers 
drop major wholesale lenders and why they choose 
not to use well-known lenders for their customers. 

For more information on the survey report, 
contact John Campbell at Campbell Communica- 
tions, {202} 363-2069. -f 

GSE Appetite for Subprime 
MBS Classes Remains Stout 

Fannie Mae and Freddie Mac remained hungry 
for subprime MBS classes during the first half of the 
year - and issuer were ready to fill their plates, a 
new Inside B&C Lending analysis reveals. 

Clearly, the government-sponsored enterprises 
have become a key part of the strategies of most ma- 
jor subprime securiiizers - a fact evidenced by the 
ever-growing percentage of their business dial issu- 


ers are earmarking for delivery to one or both of the 
secondary market giants. 

Highlighting that trend is a surge in issuance of 
so-called “GSE classes,” or subprirae MBS tranches 
that consist of loans widi balances under the 
$333,700 conforming loan limit. 

According to data compiled by Inside B&C 
Lending, 25 issuers - many of them first-time GSE 
sellers - completed deals containing such classes 
during the first half of the year. Combined, those 
firms delivered $73.44 billion in MBS classes, or 
50.9 percent of their total production, to Fannie and 
Freddie. That was up markedly from the same pe- 
riod in 2003, when the firms combined to deliver 
just 39.7 percent of their production to one or both 
of the GSEs. 

Overall, GSE classes accounted for 47.2 per- 
cent of the record $159.40 billion in subprime MBS 
issued through the end of June, up from 33.6 per- 
cent during the same period in 2003. On average, 
the top issuers grew their GSE production by a stout 
157.8 percent during the period, with most major 
players at least doubling their volume. 


Subprime Issuers by GSE Volume In 2004 


Rank 

1 

(Tnmugti June 90, 2004 

• OoHen in MIIHons.) 

>nthS'2003 


GSE Change 
2003-2004 

1 

laauar 

OSE 


% GSE 


■Ban 

% GSE 

1 

Amariquest Mortgage 

311.435.2 

$18,578.0 

61.6% 

$4,474.6 

$9,770,7 

45.8% 

155.6% 

2 

Countrywide Financial 

$7,632.0 

$20,349.9 

37.5% 

$113.3 

$6,003.0 

1.9% 

8636.1% 

3 

Lehman Brothera 

$6,921.9 

$12,827.5 

54.0% 

$3,030.4 

$6,341.1 

47,8% 

128.4% 

4 

Option One 

35.642.2 

$8,795.6 

64.1% 

$4,468.0 

$8,594.8 

52.2% 

25.7% 

5 

Washington Mutual 

35.470.0 

$6,851.1 

61.8% 

$0.0 

$4,148.7 

0.0% 

NA 

6 

New Century 

$5,457.8 

$10,598.9 

51.5% 

$4,737.9 

$8,338.7 

58.8% 

15,2% 

7 

C8 First Sosion/ABSC 

$4,609.2 

$7,834.1 

58.8% 

$3,103.5 

$6,284.5 

49.6% 

48.5% 

8 

First Franklin 

$3,797.0 

$7,468.1 

50.8% 

$1,183.0 

$2,172.8 

' 53.5% 

226.6% 

9 

Fremont Investment 

$3,418.8 

$5,333.3 

64.1% 

$1,645.7 

$2,224.0 

74.0% 

107.7% 

10 

WMC Mortgage 

$3,220.4 

$5,311.2 

60.6% 

$1,238.4 

$2,369.0 

52.3% 

160.0% 

11 

Morgan Stanley 

$2,831,9 

$6,640.0 

41.4% 

$332.0 

$1,086.9 

30.5% 

753.0% 

12 

OMAC-RFC 

$2,846.7 

$8,989.5 

29.5% 

$2,675.0 

$6,450.6 

41.5% 

-1,0% 

13 

NovaStar 

$1,632.0 

$3,306.6 

49-4% 

$1,076.2 

$2,800.0 

38.4% 

51.6% 

14 

Bear Stearns 

$1,484.9 

$3,697,0 

40.2% 

$0.0 

$0.0 

NA 

NA 

15 

Fieldstone Mortgage 

$1,354,3 

$2,506.8 

54.0% 

$0.0 

$0.0 

NA 

NA 

16 

Wells Fargo 

$980.2 

$1,422.6 

68.9% 

$0.0 

$316.1 

0.0% 

NA 

17 

COC Mortgage Capital 

$768.0 

$1,645.1 

47.9% 

$0.0 

$1,448.5 

0.0% 

NA 

18 

Merrill Lynch 

$669.2 

$1,100.0 

60.8% 

$0.0 

$528.2 

0.0% 

NA 

19 

Accredited Home Loans 

$603.0 

$1,382.9 

43.6% 

$0.0 

$694.3 

0.0% 

NA 

20 

Centex 

$588.0 

$2,850.0 

20.6% 

$179.3 

$1,300.0 

13.8% 

227.9% 

21 

IndyMac 

$563.6 

$791.8 

71.2% 

$0.0 

$0.0 

NA 

NA 

22 

Finance America 

$483.0 

$917.6 

52.6% 

$0.0 

$0.0 

NA 

NA 

23 

Equifirst 

$448.8 

$1,023.7 

43.6% 

- $0.0 

$0.0 

NA 

NA 

24 

Homeslar 

$399.0 

$446.5 

69.4% 

$0.0 

$0.0 

NA 

NA 

25 

Goldman Sachs 

$361.2 

$1,362.2 

26 5% 

$227.6 

$864.5 

26.3% 

58,7% 


Total for top 25 Issuara: 

$73,440.3 

$144,230.3 

60.9% 

$28,484.9 

$71,716.3 

39.7% 

167.8% 


Total All Issuers: 

$76,244.9 

$169,395.2 

47.2% 

$29,348.2 

$87,339.0 

33.6% 

156.4% 


Source: Irjside B&C Lending. 
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STATEMENT OF TIA MCCOY 

Ms. McCoy. Thank you, Chairman Kucinich and members of the 
committee. Again, my name is Tia McCoy and I work with Re- 
sources for Residents and Communities, which is a 20-year old 
community development corporation here in Atlanta providing the 
groundwork when it comes to foreclosure counseling. We do meet 
with our families face to face and have an opportunity to hear hun- 
dreds of stories around how these things have happened. 

I did hear Congressman Westmoreland state in his opening re- 
marks how foreclosure is destroying wealth. For us, and from 
where I sit, that is probably one of the least things we are dealing 
with. What we are finding is that this is destroying lives, it is de- 
stroying marriages, it is destroying families, it is destroying health 
as well. Where I sit, again, yes, we lost our equity and we lost our 
wealth, but that is one of the least things that we are dealing with 
when it comes to foreclosure counseling. 

For the families that we are seeing as it relates to foreclosure 
counseling, we are working with them not only 90 days, but 6 
months, 9 months, 12 months and we are still waiting to get an- 
swers many times from these services around what is taking so 
long in getting an answer to get a resolution for these clients. 

When we talk about foreclosure counseling, one of the unfortu- 
nate things is there is a lack of public awareness of the free serv- 
ices that are available. There are many HUD-approved counseling 
agencies here in Atlanta that provide free foreclosure counseling 
where we can step in and be an advocate and help mitigate the 
losses. However, with our limited resources, many clients find 
themselves going to agencies where they charge fees, and they are 
making promises. I am sure you have heard about the scams that 
are going on. And when the client gets there, they spend their last 
resources hoping to save their home. These agencies are not being 
able to respond and they find themselves coming back to non-prof- 
its like RRC to get help, starting the process all over again. 

There definitely needs to be more awareness made around the 
services that are available from neighborhood organizations as well 
as HUD-approved counseling agencies. And again, the services that 
are provided are free. 

Working with services, that is a challenge that we are finding in- 
house. Many efforts are being made but not enough is being done 
at this point from what we are seeing. We are still finding it taking 
a long time to get a resolution. It should not take 6 months or 9 
months to get an answer from a service as to whether they are 
going to modify a loan. It should not require a housing counsel or 
a client having to resubmit information three and four times over 
and over again, when the services will respond at times saying 
they received documents and at other times, they will respond say- 
ing they never received the documents. And we may even have doc- 
umentation in file saying that they received it, but then again, they 
will turn around and say no, we have not received it. 

We are very concerned about the services and who they are hir- 
ing to respond to this crisis. Are these individuals qualified. Maybe 
that is something you all can talk about or discuss with them as 
they are beefing up to handle this demand that they are having to 
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face. But are the staff members qualified and able to actually han- 
dle the work. 

There have been times where I have even called services and had 
individuals in my office and you have people on the line not even 
be able to calculate income. So here I am a counselor experienced 
at doing this, you cannot even imagine what a client would go 
through who is not even used to doing this. And having to get the 
run-around time and time again, especially when it comes to hav- 
ing to resubmit documents over and over. 

So we talk about the concern and the number of foreclosures that 
will occur tomorrow. But how many of those individuals actually 
picked up the phone and called the services to get the run-around. 
And here we are experienced counselors and we get that run- 
around as well oftentimes. So we do find a challenge out there 
working with services to getting direct answers. 

We would like to see that there would be a more systematic way 
in which all the services would operate. We know there is the Mak- 
ing Home Affordable Program and there are still a limited number 
of services that are a part of that plan. Everyone is not required 
to participate, so what happens to all of the other services that are 
out there and the clients that have to deal with those services who 
do not have to modify loans, or at least that is what we are told. 
They are not having to modify or make adjustments. So there are 
still a lot of other families that are being affected who may not be 
eligible for the Making Home Affordable product. 

Again, as I stated, one of the biggest difficulties we are finding 
and challenges is that in working with services, we are experienced 
and we have the patience, but what about the clients who are call- 
ing in trying to do what they are told to do, contact your lender. 
That is what they are told and instructed to do. So they are doing 
that, but they are not getting a response either because the staff 
is not aware of how to provide counseling or they are reading from 
a script that they are told to read from, which is not giving them 
an answer. 

Most recently, we just participated in the Hope Now event this 
past week and had a client that just left a meeting with their lend- 
er, SunTrust, and came and sat with us and we are like, well, why 
are you meeting with us, you just met with your lender. They had 
no idea what the lender told them. They were like all the lender 
said was give me your pay stubs and your documents and we will 
get with you later. So they came and sat with us so that we could 
give them further instructions as a housing counselor. This hap- 
pens time and time and time again. Money and energy is being put 
into all these major national events, but what is the actual out- 
come. You know, is it just for someone to get their name out there 
to say oh, we did something. But what is the actual outcome of 
having all these events? 

So as a counselor on the ground doing the work, you know, if we 
could get more participation from all the services, if it was re- 
quired, as stated earlier, that all the lenders participate and have 
a systematic process in modifying loans, that would be great. And, 
you know, be mindful of the fact that they need to answer ques- 
tions and respond to clients, because it is not about the wealth, it 
is about the lives that are being affected. 
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Thank you. 

[Applause.] 

Mr. Kucinich. Thank you very much, Ms. McCoy, for your im- 
portant testimony. 

The Chair recognizes Mr. Immergluck. 

[The prepared statement of Ms. McCoy follows:] 
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“Examining the Continuing Crisis in Residential Foreclosures and the Emerging 
Commercial Real Estate Crisis: Perspectives from Atlanta.” 

Chairman Kucinich and Members of the Committee, thank you for the opportunity to testify 
today. My name is Tia McCoy. I am the Manager of the HomeOwnership Center for Resources 
for Residents and Communities or RRC, and have been in this position with RRC since 2006. 
RRC is a twenty year oid non-profit, community development corporation. We were originally 
founded to revitalize the Reynoidstown community in Atlanta and have since expanded to offer 
our services to the southern metro Atlanta area. We are a HUD certified housing counseling 
agency and a member of the national NeighborWorks America network. 

RRC’s Foreclosure Prevention Services 

RRC's HomeOwnership Center participates in the National Foreclosure Mitigation Counseling 
program through the Department of Housing and Urban Development (HUD). Clients find out 
about our services from a variety of sources, including the national HOPE campaign, which 
provides a telephone hotline for families at risk of losing their homes. The primary method by 
which clients find us is word-of-mouth from someone else who has received assistance. 

Our housing counselors provide one-on-one counseling services, with the majority of their 
counseling conducted in face-to-face sessions with the client. The counselor quickly assesses 
whether or not there is a potential for resolution for the foreclosure situation and provides the 
client with their options. Clients that move into the resolution process typically require an 
intensive amount of counseling with the counselor making multiple calls to the lender and others 
regarding the documentation needed to resolve the situation. 

Assistance is in the form of a loan modification, refinance, repayment plan, special forbearance, 
short sell, rescue funds or some other option offered by the servicer/lender. Due to the 
increased pressure and initiatives such as Making Home Affordable, servicers are starting to 
become more responsive, however it still may take 90 days or more to obtain a resolution from 
the servicer. 

Our foreclosure prevention services are available to homeowners of all income levels, with an 
emphasis on low- to moderate-income and minority households. Clients seeking foreclosure 
prevention assistance come to us from across the southern metro Atlanta area, with the bulk of 
these clients coming from Fulton and DeKalb counties. Since initiating foreclosure prevention 
services two years ago, RRC has served about 300 clients, with about 85% of these clients 
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being below 80% of the area median income and 93% being minority households. Previously 
we found that people threatened with foreciosures were frequently dealing with predatory loan 
situations or interest rate adjustments. Now, we are seeing more clients who have lost jobs or 
their employment has changed and their income is lower. 

Public Awareness of Foreclosure Prevention Services and Scams 

There is a great need for foreclosure counseling, as people are not succeeding in navigating the 
servicers documentation processes and communication problems on their own, but there is still 
limited public awareness about the existence of free foreclosure prevention services. There still 
is a stigma or embarrassment about seeking help, but that has lessened in recent months as 
public awareness campaigns have increased. RRC has conducted a variety of outreach efforts 
to inform homeowners about our free services, and we have benefitted from the recent support 
of 5 AmeriCorps MembersA/ISTAs with this effort. We utilize community presentations, 
doorknockers on homes in highly impacted communities, social networking on the Internet, free 
newspaper postings, and sharing flyers through our partner organizations. 

Some of our clients were previously clients of for-profit companies whom they paid for 
foreclosure assistance. These companies promised that for a fee they would be able to help 
them resolve their situation. These clients came to us because the for-profit companies were 
not able to assist them with a modification. Our services are free to the clients, and we have 
been able to successfully obtain loan modifications for these homeowners. Although many of 
our clients have seen these ads by for-profit companies or been directly approached, only a few 
have been taken advantage of - typically those who are the most desparate. The media’s 
recent stories about foreclosure scam situations do seem to be raising awareness. 

Working With Servicers 

Our housing counselors are still finding that the mortgage servicers still do not have the systems 
and staffing in place to effectively handle foreclosure resolutions. The servicers still seem to be 
overwhelmed with the volume. 

The typical counseling situation is that the counselor will put the documentation together with 
the client, fax the documentation to the servicer, and then call to confirm that the servicer has 
received it. Then the counselor will call again a couple of days later to check on the progress. 
The servicer will state that they do not have any documentation, and the counselor will refax the 
information and confirm again. 

When documentation is sent in, it seems that the servicer’s staff do not enter the information 
into the computer system or the computer systems are not set up effectively to track the 
foreclosure resolution process. When the counselors call the servicer, they almost never are 
able to talk to the same person that they spoke with previously. A recommendation would be to 
encourage servicers to put a point person or team of people responsible for specific cases - so 
a counselor or client could know who is assigned to their case. 

A current example of this situation - Our counselor assisted an elderly couple with their 
documentation. The servicer, Saxon, sent a letter confirming that they had received all the 
documentation that they needed, and they were just waiting on a property appraisal. The 
servicer told the client to call back in two weeks and the servicer would have an answer. The 
counselor and client called back in two weeks, and the servicer stated that they did not have 
any documentation. The counselor faxed the letter to the servicer where the servicer had stated 
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that they had indeed received all the documentation. The servicer still insisted that they did not 
have any documentation. The counselor resubmitted everything and the processing of the 
information had to start over. The counselor was able to get the foreclosure date pushed back 
one month to December 1 , 2009, while the couple is still awaiting the processing of their 
documentation. 

Another example of the servicers’ limited capacity is that due to the volume they still seem to be 
only dealing with the most urgent cases. If a homeowner is current on payments now but it is 
clear that they are going to fall behind due to a loss of income, it is very tough for them to get a 
response no matter how persistent they are. Or if they are only one or two months behind, their 
cases get pushed to the background even if it is evident that they are going to fall further 
behind. 

Many of the servicers do not seem to be investing in hiring qualified staff or training the staff that 
they do hire for these front line foreclosure resolution positions. The staff who answer the 
telephones for the servicers frequently understand very little about mortgages or foreclosures. 
They typically sound like they are reading a script and are unable to answer any questions. For 
example, I was on a three way call with a client (who happened to be a State of Georgia elected 
official) to a servicer, and the staff person was attempting to calculate the client’s income, but it 
was obvious that he did not know how to do it. He was responsible for triaging the cases 
coming in, but had not even been trained in income calculation. I asked how long he had 
worked there, but he refused to answer me. Some servicers are better than others. When you 
call, you will get a staff person who will actually examine the case and the notes from the last 
conversation about the case and be able to think through the situation with you. However, this 
is rare. 

The servicers’ consider the clients’ documents to be out of date after one month. Due to the 
servicers’ slow processing of documents, the counselors and clients have to work together to 
update the documents monthly and usually resend them several times during the period they 
are being processed. Clients have to be extremely persistent and determined. 

The clients who call the servicer regularly and are extremely proactive and involved get a 
resolution more quickly. Those who create the most consistent noise are able to get help, and 
the other cases seem to get pushed into the background. Consider what this means for 
homeowners who are less educated and less knowledgable about how to work through a multi- 
layered, confusing organization. I worked with a married couple in their 60’s who had very 
limited education and could not understand the letters that they were receiving from the 
servicer. The husband was working and the wife was receiving disability, but her payments 
were erratic. It took us 8 months working together to get a loan modification. When we 
received the modification, the servicer went out of business. The loan was sold, and the new 
servicer called and notified them that it would not honor the modification. I was able to clear up 
the issue, but there is no way they could have worked through all these complicated 
communications on their own. 

Even when a modification is successfully completed, the servicers frequently will not directly 
communicate that to the client, the client has to pursue the information. On last Tuesday, I was 
on a 3-way call with a client and servicer to check on the status of their documentation, and the 
servicer informed us, “Oh we got your workout done on October 1®*’', and no one had informed 
the client. Please recall that our clients are in a financial crisis and struggling in other aspects of 
their lives as well. The servicers current processes seem to require time and energy from the 
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client that is almost the equivalent of a part-time job, while the client is simultaneously often 
trying to Juggle a real job. family and other financial issues. 

A current example of this - We have a client who was out of work for over a year and has a 
foreclosure sale scheduled for November 3rd. She recently obtained a new job and can now 
afford her mortgage. Our counselor called Bank of America together with her, providing the 
evidence of the new job, to try to get the foreclosure sale date pushed back so that a resolution 
could be worked on. The first 3 people that the counselor called at Bank of America said that 
there was nothing that they could do - despite the evidence that she could now make 
payments. Finally, on the fourth call the counselor found someone who said, “I’ll try to get the 
date pushed back, be sure I have all the documents.” The client is in training this week in Las 
Vegas for her new job. She is trying to step out of work training sessions and make calls to 
Bank of America together with our counselor to get the foreclosure sale date pushed back. Why 
does it so difficult to communicate with the servicer in these situations to obtain a resolution that 
will obviously be better for all involved than a foreclosure sale? 

We have also found that when the servicers do send communications to the clients, they are 
often very unrealistic about what they expect. For example, a client will received a loan 
modification in the mail on one day, and the letter will state that the servicer expects notarized 
documents and a check by the next day. It might take the servicer 6 months to process the 
homeowner’s documents, but then they want information back in 24 hours. Although a person 
may be delinquent on a loan, they are frequently still working a job and trying to take care of 
family. With no notice, they are expected to take off work, get documents copied and notarized 
and overnighted back to the servicer. The clients are at the mercy of the servicer and don’t 
dare not respond as directed. 

A primary question we have regarding these difficulties communicating and working with 
servicers is that we know that servers have the capacity to efficiently make modifications when 
they focus their organization on it - why can’t it happen more systematically on a regular basis? 
We have participated in big foreclosure events with servicers where hundreds of clients are 
assisted daily. At these events, clients are assisted face-to-face and receive concrete 
information and quick solutions. Clients will drive across several states to come to these events 
because they know they can get assistance. Why can't better internal systems be established 
at servicers so that clients can be assisted effectively each day over the phone? 

Making Home Affordable Program 

The publicity around the Making Home Affordable Program has increased public awareness that 
resolutions are possible and encouraged clients to seek assistance. However, with the Making 
Home Affordable Program, we are finding that clients are receiving trial modifications of typically 
3 months from the servicers, but then these trial modifications are not being turned into 
permanent modifications. When the date for conclusion of the trial modification arrives, and the 
client or counselor asks what is next, there is no response. The client continues to make trial 
modification payments without knowing their status. 

One benefit to the Making Home Affordable Program has been that there is more information 
available to a client online. Clients can go online to see what the eligibility criteria are and 
determine if their loan is serviced by Freddie Mac or Fannie Mae. They can also find out if their 
mortgage is under the 31 % of gross monthly income criteria. We are finding that the servicers 
are disregarding one aspect of the criteria. When credit cards are not being paid, they are not 
supposed to be included in the debt ratio. The servicers are denying homeowners participation 
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due to their debt ratio being supposedly too high, and the counselors are having to resend the 
information again and again with notes describing the credit card situation. 

Foreclosure Prevention Counselors 

In this foreclosure crisis situation, there has been very little attention to the trauma that is being 
handled by foreclosure prevention counselors and the stress that they are having to manage. 
Our counselors have dealt with clients whose financial situations have resulted in them 
threatening suicide, getting divorces, and having serious health problems. The counselors deal 
with one negative story after another all day long and are able to provide clients with very little 
information about their prospects for saving their home. There needs to be training and support 
for counselors on handling this stress. What would the impact of foreclosures on our society be 
without the assistance of these counselors? The number of foreclosures and the costs to our 
country would certainly be much greater. 

Community Stabilization 

Although the focus of this testimony is on the foreclosure counseling and prevention process, I 
also want to mention the importance of foreclosure outreach in community stabilization. At 
RRC, we think that it is crucial that Neighborhood Stabilization Program initiatives that are 
focused on acquiring, rehabbing and putting to positive use previously foreclosed properties are 
also accompanied by foreclosure prevention outreach to protect neighboring homeowners from 
entering the same situation. Community stabilization efforts need to include community 
building, community education and foreclosure prevention in addition to physical change. This 
is our focus as we work on implementing our own Neighborhood Stabilization Program grant. 

Conclusion 

Once again, thank you for this opportunity to testify. I would be happy to try to answer any 
questions that you might have. 


Attachment 
Client Case Example 

Below as an attachment, we have included a full case example from a client. This client worked 
to obtain a resolution for more than 12 months. To finally obtain a loan modification for this 
client we had to contact a supervisor at Home EQ and threaten legal action by copying Legal 
Aid’s name on the letter. Much of this case example is from the client’s own notes, when they 
were providing a description of their hardship situation. Some names and confidential 
information have been removed. 

For several years leading up to my parents ’ deaths in 2004 and 2005, they stayed in my 
home. As their health declined, I took less responsibility at work and also a reduced 
income in order to care for them. After my parents ’ death, the tenants in my rental 
property vacated. Eventually, I was able to get a new tenant at a reduced rental charge 
white [ conducted some repairs on the property. It was very difficult to catch up with the 
loss of rental income and my parents ’ contributions to the household. In addition to the 
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challenges presented by loss of rental income, there were several mortgage interest rate 
changes and payment increases that furthered my inability to get and stay current. 

12/13/07 Received a collections letter from Morris, Schneider, Prior, Johnson & 
Freeman regarding HomeEq Loan # Payoff: $132,370.35. 

12/21/08 Received letter from HomEq Servicing with tentative scheduled foreclosure 
sale date of 02/05/08. 

12/28/07 Foreclosure letter, sale date 2/4 from Morris, Schneider, et al 

02/04/08 Paid $9954.96 to Morris, Schneider to stop foreclosure. Signed and recv ’d 
reinstatement of loan. $8700 Cashier’s Check from Bank of America 

03/18/08 Reev'd a collections letter from McCurdy & Candler regarding HomEq Loan 
# . Payoff: $143,290.63. No notification from HomEq. 

03/19/08 Contacted McCurdy Law Firm. Explained loan had just been taken out of 
foreclosure in February. Per Ms. P. of McCurdy & Candler, only the mortgage 
company coidd change any proceedings. Contacted Morris, Schneider firm. Per agent, 
payments were sent to HomEq via FedEx and signed for by HomEq on 2/7/08. 

03/25/08 Foreclosure letter from McCurdy & Candler, sale date 5/6. Contacted 
HomEq. No payment received. Unable to stop sale. Late March - Mid April Faxed to 

Mr. G. (HomEq agent) copies of $8700 cashier 's check # and MoneyGram money 

orders (#R , #R in the amount of $500 each and #R in the amount of 

$254.96) used to reinstate loan on 2/4 at Morris, Schneider office. Several 
conversations with Mr. G. (HomEq agent) who informed me payment had been sent to 
HomEq North Carolina office instead of California. Still unable to locate payment. 
Informed by Mr. G that all interests and fees stopped while account placed in research 
status. Also told payments could not be received until resolved. 

Mid April HomEq (Mr. G) requested me to process stop payment and file loss claims on 
cashier 's check and money orders used for February 4 payment to Morris, Schneider. 
Informed by Bank of America that loss claim could not be filed on $8700 cashier ’s 
check before 90 days after purchase (5/4/08) because value exceeded $1,000. 
MoneyGram agent emailed forms to me to file claim which could take up to 60 days to 
process. 

05/05/08 Filed first loss claim for MoneyGram money orders. Fees will be deducted 
from face value of money orders. 

05/09/08 Filed claim for lost/stolen official check at Bank of America, Fulton Industrial 
Branch, Atlanta, GA. Told to expect refund in 10-14 days. 
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05/23/08 Revisited Bank of America branch. Rep unable to locate claim. Said he would 
call San Antonio branch that handles claims, then get back with me. 

05/27/08 Refiled loss cashier's check claim. Another 10-14 days for processing. Mid 
June Received Privacy Statement from HomEq. 

06/15/08 Called bank to inform still no refund received. Told to come in and local 
branch would cut a check. 

06/17/08 Replacement $8700 Cashier’s Check #0980346 issued for check lost by 
HomEq. However, still no refund from MoneyGram. 

07/01/08 Started credit counseling with Reynoldstown Revitalization Corporation (an 
affiliate of HOPE (Note: now known as Resources for Residents and Communities, 
name change 11/2008). Attended workshop. Said they would contact HomEq to 
determine possibility of reworking loan -possible reduction in interest and/or payment. 
Advised to hold $8700 cashier's check to determine what could be done. Also told this 
could be a 30-45 day process, so be patient. Also necessary for me to contact HOPE 
Line before Reynoldstown could proceed. Completed the HOPE Line process 

07/25/08 Received Counseling Summary from HOPE Line. Late July Received call from 
HomEq agent Mr. G; informed him of credit counseling and still no refund from 
MoneyGram. He said there was no documentation of contact by HOPE or any other 
agency. 

07/31/08 Lft message for Ms. Tia McCoy at Reynoldstown agency to please call with 
update on my file. 

08/08/08 Visited Reynoldstown office to get status of my file. Ms. Tia McCoy in class, 
but said she or Ms. Sharon would contact me week of 8/11. 

08/13/08 Ms. Sharon called to say they needed proof of Income to proceed. Requested 
proof of income from employer, since payroll stubs are not received with checks. 
Company has changed payroll processes, so info not immediately available. Wk of 8/20 
Received call from HomEq agent. Explained, I was working with agency and had been 
in touch with Mr. G. Called MoneyGram to determine status of claim. Informed that 
there is no way to track mailed claims. The money orders had not been cashed. 

Operator said if claim submitted via fax with indication payment involved mortgage 
payment, processing would be expedited with $18 fee per money order. Resubmitted 
claims for lost money orders via fax. 

08/22/08 Received collection letter from McCurdy & Candler, payoff $152,164.60. 

09/04/08 Received call from HomEq agent concerning my intentions for handling loan. 
Again, explained above details. 
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09/08/08 Received refund checks from MoneyGram for money orders lost by HomEq. 

9/10/08 Received 2 identical envelopes from McCurdy & Candler. Opened one that was 
a collection letter. Failed to open 2nd envelope which I later determined was the sale 
date letter. However, never received notification from HomEq. 

9/11/08 Called HomEq. Spoke with Mr. B. (HomEq agent) who gave me a very 
thorough coverage of my options. Made him aware 1 wai working with HOPE. He said 
I could do everything directly with the company to get a modification rather than going 
through an agency. He took new financials. Said he would submit for loan modification 
(5 year rework). Told me to be prepared to submit a hardship letter, lease agreement 
for rental property, proof of income and statement regarding checking account. Tax and 
insurance info not necessary since handled through HomEq escrow account. 

9/15/08 Picked up certified letter from McCurdy & Candler at United States Post Office 
indicating my home was in foreclosure and scheduled for sale at courthouse on 10/7. 

09/17/08 Received Escrow Account Disclosure Statement from HomEq Servicing 
indicating escrow shortage of $1916.43 and new payment of $1646.33 effective 
11/01/08. All indications would be that this loan is still active and not in foreclosure or 
scheduled for sale. 

09/18/08 Called HomEq, spoke with Ms. S. who said there was no sale date on 
property. Account still in research status regarding lost payments. She said there was 
nothing in my file regarding results of application for modification. Put her on 3 way 
call with attorney 's office so she could hear attorney ’s office refer me back to mortgage 
company and to hear that there was in fact a sale date. We were disconnected. Called 
HomEq back within 5 minutes. Spoke with Ms. J. who said there was definitely no sale 
date and the account was still in research status; however, the modification had been 
denied on 09/11/08 - the same day I spoke with Mr. B. Ms. J. could not answer why the 
modification had been denied, but she would investigate. There would probably not be a 
response before Monday, 9/22/08 since the HomEq office would be closed on Friday, 
09/19/08 for a major training meeting. She reiterated there wo.? no sale date. She also 
confirmed that no foreclosure/sale letter had been issued from HomEq as received on 
earlier action, so there couldn ’t be a sale date. While speaking with Ms. J., my file was 
updated to reflect details of disconnected conversation with Ms. S. Both Ms. S. and Ms. 
J. escalated the sale date issue to their respective managers. 

09/23/08 Follow-up call to HomEq to clarify loan modification denial and 
foreclosure/sale date.. Spoke with G. (Operator code GM5). He determined that a 
programming glitch caused the same-day denial and that there was a note in my file 
indicating eligibility for the modification. After several minutes on hold, he said a 
$10,000 deposit towards modification and required documentation had to be received 
to proceed with modification. I requested a fax from HomEq indicating the 
requirements to proceed with modification. He said that he didn ’t know if there was a 
document he could fax, but one would be mailed. After placing me on hold for several 
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more minutes, he said that there was in fact a new form that he could fax. I gave him my 
fax number, he emphasized that time was of the essence - since HomEq flies had now 
been updated to reflect a sale date. He agreed that a client could in fact be discussing a 
way to save their home while the house was being sold. I asked if an itemization of 
interest payments, legal fees, late fees would be provided since there were so many 
confusing issues over the past months. He said there would be a detailed list made, 
however I needed to focus on saving my home. Agreed, but I can ’t afford to pay for fees 
related to unjustified legal actions. He suggested that after the modification was in 
place and home saved such issues could be addressed to a Customer Care Department. 

9/24/08 Called HomEq to get details on submitting documents and down payment for 
modification. Spoke with T. Told her G. agreed to send a fax on 09/23/08 with list of 
required documents for modification She said there was nothing in my file indicating a 
fax was to be sent. She emphasized getting everything in ASAP. She gave me details for 
mailing, Western Union and bank-to-bank transfer options for submitting the $10,000 
deposit. She also gave me the fax number for the Loss Mitigation Dept. T. indicated that 
in 2 days if there was a fax to be sent out it would be available for resending then. 

I’m making every attempt to submit necessary documentation and $10,000 deposit as 
requested to proceed with modification. However, for 7 months I’ve done everything 
HomEq requested, but unable to get a letter from HomEq indicating that my loan will 
be considered for modification upon receipt of deposit and required documents. 

In the words of a HomEq agent, the last 7 months have been a “customer service ” 
nightmare. 

My primary income is steady with potential for increases, the main rental tenant is in 
place and stable with one year completed, second tenant will be in place in November 
and I will continue musician responsibilities at the church. 

Ultimately this client received a positive workout in October of 2008, after RRC contacted a 

supervisor at Home EQ and threaten legal action by copying Legal Aid’s name on the letter. 
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STATEMENT OF DAN IMMERGLUCK 

Mr. IMMERGLUCK. Thank you, Chairman Kucinich, Congressman 
Westmoreland and Scott, for inviting me here today. 

I want to make — on top of the really excellent comments that 
have been made already, I want to make four basic observations 
and five kind of broad policy recommendations. 

My first observation is that the foreclosure crisis in Atlanta 
began long before the national foreclosure crisis. We saw fore- 
closures rising here before housing prices dropped. In fact, they 
were a large cause of the housing price drop in Atlanta. They 
began really picking up early part of the decade, but really in 2005 
and then exploded in 2007, especially in Fulton and DeKalb Coun- 
ties. 

But over the last 12 to 18 months, foreclosures have been rising 
the fastest in the suburban and outlying counties. This year, for ex- 
ample, the number of foreclosure starts for a single family property 
in Henry and Gwinnett Counties is actually higher than DeKalb 
and Fulton, the long time leaders in foreclosure rates. 

My second point is that foreclosure properties, as Brent and oth- 
ers have said, have destabilized neighborhoods and I am afraid 
even after they come out of bank ownership, they are continuing 
to destabilize neighborhoods. Many foreclosed properties remain 
vacant and bank owned for many months, sometimes more than a 
year. At the same time, starting I think in the summer of 2008 lo- 
cally, lenders began increasing their selling of foreclosed properties, 
especially lower value distressed properties, often at very low 
prices, a process some referred to as dumping. In the first quarter 
of 2009 in Fulton County, I estimate that 45 percent of sales of 
foreclosed properties in the country were priced at under $30,000, 
many at under 20 or $10,000. I think the same trends have been 
seen in Cleveland. Many of these properties are in need of substan- 
tial repair and improvement, they are truly distressed properties. 

When foreclosed properties are returned to occupancy and pro- 
ductive use, selling properties by banks can be a good thing. But 
it remains unclear how many of these properties are going into pro- 
ductive use. Many, as Mr. Brewer cited, are remaining vacant. 
Some are rented, but even then it is unclear how many are provid- 
ing safe and secure housing. If they are not rehabbed sufficiently 
to do so, they are going to continue to cause distress in local com- 
munities. 

My third point is that many neighborhoods in the Atlanta region 
have experienced damaging booms and busts in property values, 
the same kinds of booms and busts that we have seen in places like 
Las Vegas, Phoenix, southern California, northern California and 
Florida. 

As an example, two neighborhoods on the south side of Atlanta, 
the Pittsburgh neighborhood and the West End neighborhood, saw 
steeper increases in prices and steeper falls than Phoenix, Las 
Vegas or any place else in the country. Part of this was fed by 
mortgage fraud and property flipping schemes which in turn were 
enabled by reckless subprime lenders who were more than happy — 
and mortgage brokers — who were more than happy to look the 
other way. 
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My fourth point is that access to mortgage credit is currently ex- 
tremely dependent on Federal intervention and we may he seeing 
a new rise in yet another dual mortgage market where modest in- 
come in minority community and homeowners are not well-served 
by conventional lenders. Due in part to the tightening of prime 
lenders, some would argue too much tightening, the share of home 
loans made by Federal Housing Administration lenders has gone 
from 5 percent to well over 25 percent in only about 12 to 18 
months. In modest income neighborhoods, this share is more like 
40 to 50 percent or more. FHA loans are more expensive and have 
other disadvantages, so in the long term, I worry about the dis- 
advantages replacing communities that have been hard hit by the 
very foreclosures caused by the subprime lenders. 

Implications for policies. First, the most important step, in my 
opinion, to bring back the stability of neighborhoods is to create a 
new framework for mortgage market regulation. Reckless behavior, 
I do not care who it is by — lenders, borrowers or both — poses grave 
harm to local communities. The most important thing Congress can 
do to bring stability to neighborhoods is to make sure we have a 
strong, serious, vigorous and comprehensive consumer financial 
protection agency. It is critical that the scope and the strength of 
this agency not be weakened any further. It has already been 
weakened. If we have learned one thing from this mess, we have 
learned that carving out parts of the industry to not be covered is 
what got us here. We need comprehensive, uniform regulation for 
anybody who wants to make a mortgage. 

My second policy point real quickly is that local communities, be- 
cause they bear the brunt of this thing, have to be able to regulate 
at a higher level than the Federal Government. We cannot have 
any more Federal preemption. 

Third, the neighborhood stabilization programs have been impor- 
tant steps but, as Brent has argued and as my data shows, we are 
not seeing the majority of vacant homes no longer owned by banks 
in many neighborhoods. We need tools to deal with vacant and di- 
lapidated properties that are not owned by banks. 

Finally, we need, as Senator Fort said, we need increased atten- 
tion to fair lending, both backward and forwards. We need really 
to pay attention to access to credit in all communities around the 
country. 

Thank you. 

Mr. KuciNICH. Thank you very much. 

We are next going to hear from Mr. Alexander, after which point 
each member of the committee will have 5 minutes to ask ques- 
tions of any of the witnesses. 

You may proceed, Mr. Alexander. 

[The prepared statement of Mr. Immergluck follows:] 
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Good morning Chairman Kucinich, Ranking Member Jordan, and members of the 
Subcommittee and thank you for inviting me here today to testify on issues concerning the 
problems of continuing foreclosures and the overall financial crisis. 

1 am an Associate Professor in the City and Regional Planning Program at Georgia 
Institute of Technology in Atlanta, where I each graduate courses in real estate finance, statistics 
and other courses. I also conduct research on housing markets and real estate finance, community 
development, and related issues, and am the author of two books and many scholarly 
publications in these arenas.^ I have worked with government and nonprofit organizations on 
various aspects of the mortgage and foreclosure crisis, both in Atlanta and nationally. 

While the national foreclosure crisis is generally dated to beginning in late 2006 or early 
2007, the Atlanta region had already seen a sizeable surge in foreclosure activity, especially in 
the inner counties of Fulton and DeKalb, as early as 2002 and 2003. When the national subprime 
crisis hit in 2007, the Atlanta region was one of the early warning regions, with foreclosures 
increasing in 2006 and then exploding from 2007 to 2008. Figure 1 shows that foreclosure 
notices increased in Fulton and DeKalb counties from roughly 30 to 35 notices per 10,000 
properties monthly in late 2005 to a rate of approximately double that by the summer of 2008. 


' Atlanta, GA, 30332-0155, clan.iinniergluckfocoa.gatech.edu . 404-385-7214. 

^ I have included a recent article that I authored on the foreclosure crisis, foreclosed properties and related 
federal policy from the Journal of the American Planning Association as an attachment to this testimony. 
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After a temporary drop in notice activity in late 2008 - likely due to the national foreclosure 
moratoria on the part of some servicers - foreclosure notices began to rise again in 2009. 

Figure 1 also shows that, over the last year or so, the rates of increase in foreclosure starts 
have increased the fastest in suburban and outlying counties. The figure shows the steep 
increases in foreclosure start rates in Henry, Gwinnett as well as Fayette and Cherokee counties. 
By early 2009, the rates in Henry and Gwinnett had surpassed those in the inner counties of 
Fulton and DeKalb, which had long had the highest foreclosure rates in the region. The 
suburbanization of the foreclosure crisis occurred across ail suburban counties. By mid-2009, 
even in such counties as Fayette and Cherokee, where foreclosure rates had not passed those of 
DeKalb or Fulton, rates had climbed well above where the inner counties were in the summer of 
2007, which were already very high levels. 


Figure 1. Monthly foreclosure notices per property, 2000-2009 



- - -CHEROKEE 

- - -DEKALB 
—•—FAYETTE 

FULTON 

GWINNETT 

HENRY 


Data sources: Foreclosure notice data from Equitydepot.net; number of 1-4 unit properties and condominiums from American 
Community Survey 2006-2008 
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The very rapid increases in foreclosure starts in suburban areas is partly due to the 
increase in foreclosure activity among prime and “jumbo” mortgages, as well as among some 
prime-credit, exotic loans. The Atlanta region has seen unemployment essentially double in a 
very short period of time and the nature of loose underwriting standards - even among prime 
lenders - is such that many borrowers are not able to withstand major drops in income. 
Unemployment can also mean the loss of health insurance, which can contribute to the 
foreclosure problem. 

With many labor market analysts calling for very high unemployment levels to persist 
through to at least 2010, and likely only to decline slowly after that, high rates of foreclosure will 
likely continue, and the shift away from subprime to prime foreclosures should continue as well. 
There is some scattered evidence that increasing numbers of these foreclosure starts are not 
proceeding to completed foreclosures, either due to loan modification efforts or due to an 
unwillingness of lenders to take back properties. While this situation may cause some problems, 
it may be beneficial from the perspective of impacted communities, in that fewer houses may 
become vacant as foreclosures are completed and properties flow into real-estate-owned (REO) 
status. 

While it is important to recognize that unemployment has become a significant driver of 
higher foreclosure rates, lately, the other key driver was the stalling and falling of property 
values, which were, in turn, caused by earlier high, subprime foreclosure rates and overvalued 
properties whose values were inflated by the availability of high-risk and too-easy credit. The 
root cause of the current recession, especially in places like Atlanta, is a boom-bust housing 
market structure, underpinned by unsustainable and irresponsible mortgage markets. 

The Problem of Foreclosed Properties and their Disposition 

Unlike some states with much longer periods of time between the foreclosure notice and 
the foreclosure auction, in Georgia, the process takes just over one month. Beyond making it 
more difficult for borrowers to seek alternatives to foreclosure, including loan modifications, 
short sales, or the like, the rapid process means that properties flow very quickly into lender 
ownership, or REO status. The Atlanta region saw a rapid increase in REO properties from 2005 
to 2008 (Immergluck, 2008). Most of these were held by lenders for some time and remained 
vacant, typically for more than 6 months. By 2008, lenders began to sell more REO properties, 
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many of them at very low prices. While the sale of REO into productive use can be a good thing, 
it remains unclear how many of these REO properties are being sold and occupied ~ either by 
homeowners or by renters. By the first four months of 2009, 1 estimate that more than 45% of 
REO sales in Fulton County were priced at under $30,000. Many of these properties are likely in 
need of substantial repair and improvements. While more research is needed, anecdotal evidence 
suggests that many of these properties remain vacant. While some others are being used as rental 
properties, the extent to which these properties have been rehabbed sufficiently for providing 
safe and secure housing is unclear. In other cities (Cleveland, in particular) there is substantial 
evidence that many buyers of distressed properties are speculating or flipping them quickly with 
little intention of improving them. 

Boom-Bust at the Neighborhood Level 

While the Atlanta region as a whole did not experience the dramatic boom and bust in 
housing values that some other regions did, some neighborhoods did experience boom-bust 
episodes that were more severe than those in places like Las Vegas or Phoenix. Figure 2 
illustrates the patterns of home values in a variety of neighborhoods in the city of Atlanta, as well 
as some suburbs. (Central city neighborhoods are in red; suburbs in green.) It also, as a reference, 
provides information on price changes for the U.S. as a whole and for the Phoenix metropolitan 
area, a classic “bubble” region. This chart measures the median sales price of a 3-bedroom home 
in the area compared to the median in July, 1999. A ratio of 2.0 means that prices had effectively 
risen by 100 percent since that time. 

The figure shows tliat three of the four central city neighborhoods in tlie chart - 
Pittsburgh, West End and Reynoldstown - experienced dramatic price bubbles beginning in the 
early 2000s and accelerating in the middle 2000s. Momingside, a very affluent neighborhood on 
the city’s northeast side, already had quite high values by 1 999 and saw much more moderate 
appreciation during the 2000s. The appreciation rates in Pittsburgh and West End neighborhoods 
were much higher than even that of the Phoenix metro area. Moreover, the suburban 
communities of Kennesaw, Alpharetta, and Lawrenceville - all relatively far-out suburbs - saw 
very modest appreciation during the boom, similar to the trajectory of Momingside. 
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Figure 2. Home Price Trajectories in Selected Atlanta Neighborhoods/Communities 

1999-2009 
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Data source: Zillow.com 

•Includes prices of 3-bedroom homes only; excludes sales of foreclosed homes by lenders. 


Since late 2006 to 2007, the trajectories of these “bubble” neighborhoods have been 
sharply downward. In fact, much of the appreciation in these communities was completely 
unsustainable. Moreover, some of it was associated with a type of orchestrated mortgage fraud- 
for-profit in which properties are flipped at egregious price increases in order to extract cash 
from the transaction. This involves appraisal fraud, in particular, and often other arrangements 
such as “straw buyers” and other practices. Such practices were directly enabled by the 
extremely loose lending practices of subprime lenders and mortgage brokers. Relatively simple 
detection systems could have been put in place to detect fraudulent practices and improve the 
rigor of appraisals. However, like many problems with the housing finance system during the 
subprime and high-risk era, various financial incentives worked against such moves. Mortgage 
brokers, loan officers, and banks, were often more interested in increasing market share and 
maximizing origination volume than in reigning in fraud (Immergluck, 2009a), 

Rapid housing price booms and busts harm neighborhoods in several ways. First, as 
prices rise rapidly, property taxes rise as well, and this creates severe pressures on longer-term 
residents, especially those with modest means or fixed incomes. As displacement pressures build 
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and speculative investment in the neighborhood increases, tensions between incumbent residents 
and newcomers are likely. As some long-term residents are forced to leave, the social fabric of 
the neighborhood, especially the networks that long-term residents have come to rely are broken 
apart. When values begin to fall rapidly, property vacancy and abandonment increases. While 
many foreclosed homes may be purchased by investors, many of these investors may have little 
interest in the long term stability of the neighborhood and may merely be hoping for a quick exit 
if the trajectory of property values once again turns upward. 

Nothing is wrong with some ebb and flow of property values. Nor is their anything 
inherently wrong with investors purchasing properties with the intent of managing sound, safe 
and affordable rental housing. However, large, rapid and highly volatile swings in prices from, 
for example, prices below $50,000 to above $200,000 and then back down to $20,000 over a 
period of a few years is not a sustainable, long-term scenario. Just the problems posed to tax 
assessors alone in valuing properties in such an environment are enormous. But the real damage 
is that done to the residents of the neighborhoods who simply want to live in a relatively stable, 
safe, and affordable community. 

Through the Housing and Economic Recovery Act of 2008 and the American 
Reinvestment and Recovery Act of 2009, the federal government has taken some steps to 
increase resources to local communities for dealing with vacant, foreclosed properties. The 
Neighborhood Stabilization Programs have been an important step in the right direction and 
promising efforts are being employed right now to address some of the aftermath of the 
foreclosure crisis in many neighborhoods. At the same time, the passing of many distressed 
properties from bank to investor ownership will pose a challenge to many localities and 
neighborhoods. There will be a need for more flexible tools and funding streams to deal with the 
problems caused by the wild-west mortgage market of the last decade. 

Even more importantly, however, policies must be put in place to ensure that a crisis of 
this magnitude never happens again. Chief among these is a new framework for mortgage market 
regulation that does not rely on ineffective consumer disclosure forms. Mortgage markets are not 
equivalent to markets for buttons or clothespins. They are inextricably tied to land markets, 
homes, and neighborhoods. As a result, reckless behavior - whether by lenders, borrowers or 
both - poses grave hann to local communities and, as we have now seen, to our national 
economy. Strong consumer protection is the first and necessary step toward community stability. 
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Having observed the federal banking and mortgage market regulators for almost twenty years, I 
am entirely convinced that a new, muscular Consumer Financial Protection Agency is a 
necessary ingredient for regaining a sound mortgage market. Moreover, given the fact that the 
costs of failing to regulate are borne by local communities and not evenly spread across the 
country, state governments should have the ability to regulate more strongly than federal 
regulators. If a state choosing stronger regulation deters access to certain credit products or raises 
the cost of such products slightly, it should be left to the state to decide whether the benefits of 
stronger regulation are worth such costs. Moreover, the real estate market is already largely 
governed by state law. Foreclosure laws, for example, have always varied from state to state. 
These variations have been easily accommodated by national lenders. 


Access to Credit and Fair Housing Issues 

Homeownership Finance, and Conventional versus FHA Lending. 

Even after accounting for the demise of many high-risk subprime lenders, most lenders have 
tightened underwriting standards quite steadily since the subprime crisis began, According to the 
Federal Reserve’s Senior Loan Officer Survey, prime lenders began tightening standards in 
2007, as the subprime crisis worsened, and this has continued, although the pace of ongoing 
tightening began to slow some in late 2008. In early 2009, 49% of lenders continued to tighten 
standards, while no lenders reported easing standards. At the same time, FHA market share, 
which had dropped to around 5-7% of home purchase loans in 2005 and 2006, increased to an 
estimated 25% by early 2009 (Immergluck, 2009b). 

The FHA expansion, combined with the conservatorship of Fannie Mae and Freddie Mac, 
means that the federal government has become the critical driver of the mortgage market. FHA 
loans currently constitute a disproportionately large share of the market in lower-income and 
minority neighborhoods. This may be due to differences in real or perceived risks across zip code 
types (including differences in credit scores and downpayments), to differences in lending 
practices of lenders or private mortgage insurers across neighborhoods, and/or to other factors. 
Regardless of the reasons behind these disparities, they are important to recognize. In part 
because FHA loans are generally more expensive, such disparities could have significant 
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consequences for lower-income and minority coimnunities and households. (Unlike some 
“conventional” borrowers - especially those without private mortgage insurance — FHA 
borrowers are essentially paying higher effective interest rates through insurance premiums.) 
More work is needed to understand what lies behind these disparities and their implications for 
lower-income and minority communities. Substantial attention to this issue by regulators and fair 
lending advocates is warranted. 

The FHA’s larger share of the home purchase loan market in lower-income communities 
suggests the need for strong fair lending and community reinvestment attention to the 
distribution of FHA versus other forms of loans. As conventional lenders and mortgage 
insurance firms change their underwriting policies, these policies, and the resulting lending 
patterns that result, should be examined for potential fair lending problems and impediments to 
sound community reinvestment. So called “declining market” policies by mortgage insurance 
firms, for example, should be justified based on hard data that can be examined for disparate 
impacts that may not be justified by business necessities. 

Shifts in Tenure and Fair Housing 

After climbing from the mid-1990s through the early 2000s, the U.S. homeownership rate 
began dropping during the peak of the subprime boom in late 2004 and early 2005, driven by 
surging foreclosures. By early 2009, the national homeownership was down 1.9 percentage 
points to 67.3% (a decline of 2.8% in the homeownership rate), roughly equivalent to the rate in 
early 2000. While this decline itself is significant, national changes mask steeper declines in 
many local communities. From late 2005 to early 2009, for example, the homeownership rate 
had fallen by 10% in the Toledo metropolitan area and by 8% in the Riverside metro. As 
homeownership rates fall, there are likely to be implications for racial and economic segregation. 
Because rental housing in many low-poverty and low-minority communities is scarce, less 
access to homeownership may bring with it decreased access to such neighborhoods by lower- 
income and minority households. 

Any shift to the rental market suggests a need for stronger fair housing enforcement. The 
increase in homeownership rates and the geography of housing markets meant that, for a time, 
minority households gained somewhat better access to a broader array of neighborhoods. With 
homeownership rates on the decline, minority households may see highly restricted residential 
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choices. Households whose credit histories have been damaged may be particularly hard hit as 
many landlords use credit histories to screen tenants. Federal and state agencies responsible for 
enforcing fair housing law will need to play a strong role in the housing market to mitigate these 
effects. Moreover, states and localities could pursue “source of income protection” ordinances 
that prohibit landlords from rejecting voucher holders as tenants. 

I want to thank the Subcommittee again for the opportunity to appear before you today. 
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Special Topic: I'cdcral Policy 


The Foreclosure Crisis, 
Foreclosed Properties, 
and Federal Policy 


Some Impliealiuns for Housing and Coinmunily 
Devclopnieni Planning 

Dan Immergluck 


T he U.S. foreclosure crisis and the larger financial crisis it precipitated 
have had. and will continue to have, a wide variety of direct and 
indirect impacts on neighborhoods, cities, and metropolitan regions 
(Schilling. 2009). 1 begin by describing the development of the foreclosure 
crisis, its impacts, and the resulting accumulations of foreclosed properties 
among and within metropolitan areas. I then describe the federal policy 
response to the foreclosure and larger financial crisis up through mid-2009, 
focusing on efforts to reduce surging foreclosures and deal with the problems 
of vacant, foreclosed properties. 

I also discuss some potential implications of likely changes in housing 
finance for housing patterns and metropolitan development. My principal 
focus is on impacts that stem from likely changes in housing finance rather than 


Prolflem: Foreclosures surged during the 
2007 to 2009 national foreclosure crisis 
and federal policymakers failed tr> re.spond 
quickly and forcefully to the problem. The 
large numbers and geographic concentration 
of foreclosed propertie.s have posed a 
particular problem for many planners. 
Purpose: I aim to describe the intia- 
mccfopolitan distribution of foreclosed 
properties at the zip code level, the often 
anemic or delayed federal polics' response to 
rising foreclosures, and the potential effects 
of likely changes in federal policy and 
housing finance for metropoliran housing, 
development patterns, and local housing 
and community development planning. 
INicihodtt: I used archival research and sec- 
ondary and ntedia resources to document the 
federal response to the foreclosure crisis, i 
anal)7cd a proprietary data set to describe the 
problem of the accumulation of foreclosed 
properties across and within metropolitan 
areas. 

Uc»uI1k iind conciusiinnij: Foreclosed 
[Properties were already accumulating in 
metropolitan areas with weak hoasing 
markets by 2006, but formerly hot niaikci.s 
such as Riverside, CA. l.a.s Vegas, NV, and 
Phoenix, AZ, had many more by mid'2008. 
''X'ichin metropoliran areas, foreclosed prop- 
ertie.s were disproportionately concentrated 
in central city neighborhoods, although 
suburban zip cotlcs with long commute times 
also had relatively high levels, 'fhe federal 
response to rapidly worsening foreclosures 
was falrering and timid. More conservative 
finance following the cri.sis will put down- 
ward pressure on housing consumption, 
potentially shifting demand lo smaller 


homes. However, financing may be difficult 
or expensive to obtain for condominium 
buildings, and lenders and investors m.iy shy 
away from less conventional projects, due 
partly to higher risk premitum. 

'i'ltkt'uway for pruclior: In the short 
run. local governments must confront the 
problems of foreclosed properties, especially 
when they are highly concentrated in certain 
neighborhoods. More conservative mortgage 
markets are likely to persist for some time, 
with potential impacts on housing demand. 
Planners should strive to diversify tax bases 
by promoting more diverse land tisc and 
housing patterns to make their comtnunities 
more rcsiiicnr in future crises. Federal 
policymakcr.s may move toward greater 
mortgage market regulation, but this will he 
vigorously dd>ated. Policymakers will also 
consider the ongoing federal r<»le in sec- 
ondary markets, without which long term 
stability is unlikely. Finally, Congress may 
extend the Community' Reinvestment Act 


cci nonbank financial institutions given the 
federal support they have received during 
the crisis. 
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from the broader economic downturn. This discussion is 
based largely on informed speculation, but also on some 
changes in housing finance that are already evident. Highly 
definitive predictions are certainly unwise at this point, 
since outcomes will be driven in large part by as yet un- 
known responses by policymakers and financial markets. 
However, the impacts of these changes, should they mate- 
rialize, would likely be very large, so planning praaidoners 
and scholars should start discussing and researching them 
sooner rather than later. Speculation around posicrisis 
changes in development patterns has clearly already begun 
{Florida, 2009; Lcinberger, 2008}. 

Finally, I turn to discussions of more specific, and 
ncarer-term, federal policy issues that have been stimulated 
or resurrected by the crisis and are likely to have substantial 
infiuence on housing and community development, ! focus 
on issues of housing finance and neighborhood stabilization 
in the face of accumulating foreclosed properties, including: 
federal neighborhood stabilization funding, mortgage 
market regulation, the federal role in secondary markets 
and securitization, and community reinvestment and fair 
lending policies. The relevance of some of these topics to 
planning may not be immediately obvious, but the history 
of metropolitan development in the United Slates suggests 
chat housing policy and especially housing finance can be 
key forces in shaping metropolitan regions. The next 
10-20 years will likely be no exception. 

The Evolution of High-Risk 
Mortgage Markets 

Contrary to some media reports, the development of 
high-risk mortgage lending began well before the recent 
run up (Immergluck, 2009). An earlier boom in the second 
half of the 1990s was marked by a surge In subprime 
refinance lending. After 2001 . subprime home purchase 
loans grew rapidly, together with a new class of exofic 
mortgages, aicernative mortgages aimed at prime borrowers. 
Subprime home purchase loans grew over 250% from 2001 
to 2004 (Immergluck, 2009). While subprime mortgages 
made during the first boom performed very poorly, the 
loans made during the second boom performed even worse. 
According to the Mortgage Bankers Association (2009), 
outstanding subprime loans were entering foreclosure at 
an annualized rate of over 1 7% by the second quarter of 
2008. Moreover, this rate was based on a much larger 
population of subprime loans than in previous periods. 

A key factor in the growth of the subprime market in 
t he 1990s was the vertical disintegration of the lending 
industry as securitization grew and fewer originators held 


their own mortgage loans O^cobides, 2005). However, 
mortgage securitization did not appear out of thin air. 
Deregulation and the federal preemption of state regulations 
laid the groundwork for increased securitization in the 1 980s, 
initally by Fannie Mae and Freddie Mac, the government- 
sponsored enterprises (GSEs) whose principal business w.is 
the bundling and securitization of mortgage loans (McCoy 
& Renuart, 2008}.' Even more imporranciy, deregulation 
and favorable tax and securities policies facilitated the 
growth of private-label securitization, which grew rapidly 
in the 1990s. Private-label mortgage-backed securities, 
which do not go through the GSEs, grew from $35 billion 
in 1993 CO $150 billion in 1998 (U.S. Department of the 
Treasury & U.S. Department of Housing and Urban 
Development, 2000). 

As dominance in the mortgage market shifted from 
savings and loans to mortgage companies in the 1980s and 
1990s, federal policymakers did little to adapt supervisory 
systems to the new market structure, effectively deregulating 
through lack of action (Immergluck, 2009). Congress 
passed the Home Ownership and Equity Protection Act 
(HOEPA) in 1994, giving the Federal Reserve Board the 
power to issue proscriptive regulations on both high-cost 
and non-high-cost loans. But the Board's protections 
primarily applied to the former category, which was defined 
by such high price thresholds that it covered few loans, and 
they had little impact. The statute gave the Federal Reserve 
the authority to add more proscriptive regulations and to 
lower thresholds, but it did very little in this regard until 
2008, when It finally issued more regulations on a broader 
set of loans after subprime originators had essentially shut 
down. 

Some states attempted to strengthen their own 
regulations in the late 1990s and early 2000s, but federal 
regulators, including the Office of the Comptroller of the 
Currency (OCC) and the Office of Thrift Supervision 
(OTS), maintained that their authorities took precedence 
over state laws for federally chartered lenders and their 
affiliates (McCoy &C Renuart, 2008). This blocked the 
efforts of consumer advocates who had been fighting for 
stronger regulations at the state level. 

High-risk lenders exploited the geographies of social 
disadvantage, and federal regulators failed to address 
geographical and racial disparities, even when given poiic)' 
tools to do so (Apgar, Calder & Fauth, 2004; Squires, 2003; 
Wyly, Moos, Froxcroft, & Kabahizi. 2007). By 1998. 
subprime lenders dominated the refinance market in Black 
neighborhoods across the country. Subprime lenders made 
51%of refinance loans in predominantly Black census 
tracts, compared to only 9% in predominantly White tracts 
(U.S. Department of the Treasury & U.S. Department of 
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Housing and Urban Development. 2000). Refinance 
borrowers in upper-income Black tracts were six times 
more likely than borrowers in upper-income ’'CC^ite tracts 
to receive subprime loans. Caiem, Gillen, and Wachter 
(2004) found that, even after controlling for education, 
income, credit histories, and other characteristics, an all- 
Black tract was expected to have a subprime share that was 
24 percentage points higher than an otherwise equivalent 
White tract. 

Two new forces fed the second boom in high-risk 
lending. One was the rapid appreciation of home values 
in many metropolitan markers, especially in the West and 
Southwest, in Florida, and on some parts of the East Coast. 
Lenders responded to affordability problems in areas with 
rapidly escalating prices by developing new affordability 
products that offered exotic loan structures to both prime 
and subprime borrowers. As home prices rose, lenders 
increasingly competed, for borrowers by offering larger loans, 
enabling the purchase of larger homes or homes in more 
desirable areas. Subprirae and exotic lending increased the 
effective purchasing power of buyers in most markets, 
fueling price appreciation, which in turn led to more high- 
risk lending. In many places, greater purchasing power was 
largely transformed into higher home values (Green & 
Wachter, 2007). 

Another factor contributing to the second high-risk 
lending boom was the increased supply of high-risk capital. 
As the dot-com bubble burst, many sellers chose to invest 
in real estate instead of stocks (Downs, 2007). What rhe 
Federal Reserve Chairman called a “global saving glut” also 
propelled capital into the United States. Net international 
lending to U.S. citizens, businesses, and governments 
Increased from S120 billion in 1996 to S666 billion in 
2004 (Bcrnanke, 2005). 

Private-label securitization played an increasingly 
important role in fueling high-risk lending. Subprime and 
Ait-A^ mortgage-backed securities increased from $98 
billion in 2001 to approximately $814 billion by 2006 
(Ashcraft & Schuermann. 2008). Financial innovation in 
securitization markets, especially the use of collateralized 
debt obligations {QDOs) and credit default swaps, increased 
the risk levels in mortgage markers. CDOs pool mortgage- 
backed security bonds, some with ratings below AAA. 
rransforming lower grade mortgage-backed security bonds 
into higher-rated CDO bonds (Mason & Rosen, 2007). 
Credit default swaps arc essentially private, unregulated, 
insurance agreements that allow investons in mortgage- 
backed securities and CDOs to hedge their investments, in- 
creasing the amount of capital flowing into such investments. 

Securitization schemes created frictions between parties 
in the credit supply chain, including loan originators, credit 


rating agencies, issuers of securities, and investors (Ashcraft 
& Schuermann, 2008). These frictions often involved 
principal-agent or asymmetric information problems, and 
occurred when one party had an incentive to conceal critical 
information from another parry. The complexity of mort- 
gage-related securities made them less than transparent .and 
caused investors to rely on ratings from the large credit 
rating agencies. These firms, including Standard & Poors, 
Moody’s, and Fitch Ratings, repeatedly underestimated or 
understated the risks ro investors in mortgage-backed 
securities and CDOs (Mason & Rosen, 2007). Finally, 
different tranches of investors holding mortgage- 

backed securities, each group with a different maturity or 
rate of return) had different and sometimes conflicting 
interests if loan modifications were required (Eggert, 2007). 
This created a threat of litigation against loan servicers who 
might have otherwise been more aggressive in modifying 
loans to reduce foreclosures. 

Surging Foreclosures and Spatial 
Concentrations of Foreclosed 
Properties 

In many older cities with weak housing markets, but 
also in some cities with relatively strong economies like 
Atlanta and Chicago, delinquencies and foreclosures in- 
creased well before 2006. By the first quarter of 2006, 
subprime delinquency rates already exceeded 12% in states 
with more troubled economies, like Pennsylvania, Michigan, 
Ohio, and Indiana, but also in Georgia and Tennessee, 
whose economies were still fairly robust at this point.^ 
However, regions with very hot housing markets experienced 
low delinquency rates at this point, with California, Arizona, 
and Nevada having rates below 6%. This was because 
borrowers struggling with mortgage payments in hot markers 
could often .avoid default or foreclosure by refinancing or 
selling their homes. 

By the summer of 2007, foreclosure rarcs were accel- 
erating in most large metropolitan areas, with the steepest 
increases in markets where housing values were declining 
rapidly, including places like Riverside. CA, Las Vegas, NV. 
Phoenix, AZ, Sacramento, CA, and Miami, FL (Immergluck, 
2008). Singing foreclosures meant that foreclosed properties, 
which lenders call real estate owned (lUIO), were beginning 
to pile up in many metropolitan areas. Slowing housing 
markets and tightening credit also prevented these markets 
from absorbing growing numbers of REO properties. 

Figure I illustrates the growth of estimated total REO 
properties in several major metropolitan areas between 
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Figure 1 . Increases in estimated REO properties per 10,000 mongageable properties* in selected MSAs. August 2006 to August 2008. 
Note: 

a. Mortgageable properties include one- to four-unit residential buildings plus condominiums. 

Sources: LPvS, 2009; U.S. Census Bureau, 2008b. 


August 2006 and August 2008. 1 totaled loans in REO 
status from the Lender Processing Services (LPS) Applied 
Analytics data set, which combines data from 18 large 
servicers of mortgage loans, including 9 of 10 ten largest in 
the nation (LPS, 2009).^ I then calculated REO densities by 
dividing these counts for each metropolitan statistical area 
(MSA) by the number of mortgageable properties (including 
all buildings containing from one to four dwelling units, 
plus condominiums) In the same MSA from the 2006 
American Community Survey (U.S. Census Bureau, 

2008b). To compensate for geographical inconsistencies 
and incomplete coverage of the total market, I adjusted the 
REO totals upward based on statewide loan counts from 
the Mortgage Bankers Association (2009) National Delin- 
quency Survey (NDS; the NDS is the most widely used 
and cited data source on the national mortgage market). 

Figure 1 shows how REOs accumulated in three MSAs 
whose housing markets had previously been hot (Miami, 
FL, Riverside, CA, and Las Vegas, NV), as well as in three 
other MSAs (Cleveland, OH, Detroit, MI, and Atlanta, 


GA) whose levels of foreclosure and REO activity had been 
high even before the national foreclosure crisis in 2007. It 
indicates that the latter had much higher REO densities at 
the end of 2006, but that REO densities in the formerly 
hot markets began to grow rapidly as foreclosures surged. 
REO densities also grew in the cities that began the crisis 
with already high levels, but not as quickly as in the MSAs 
experiencing rapid price declines. By late 2007, REO 
densities in the Riverside and Las Vegas MSAs exceeded 
those of Atlanta or Cleveland, and by late summer 2008, 
the Riverside MSA had a higher REO density than the 
Detroit MSA. 

In addition to causing financial and social hardship to 
individuals and households, high foreclosure rates can have 
negative effects on neighborhoods and localities, especially 
when they are geographically concentrated (Apgar &c Duda, 
2005; Schuetz, Been, & Ellen. 2008). These negative effects, 
including lower property values, higher crime, and in- 
creased costs to municipal government, are expected to be 
greater if REO properties sit vacant for significant periods 
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of time rather than being promptly absorbed back into the 
market in some productive way (Mailach, 2009). 

Because subprime lending was disproportionately 
concentrated in minority neighborhoods and because REO 
absorption may be slow in lower-income neighborhoods if 
properties are in poor condition and housing demand 
sluggish, we might expect REOs to be disproportionately 
concentrated in central cities that are relatively less affluent 
than their MSAs. However, subprime and high-risk lending 
also helped fuel fast growth in newer suburban and exurban 
communities, especially in parts of the Southwest and in 
California. Media reports suggested that problems may 
have been disproportionately severe in newly developed 
communities distant from metropolitan centers {Lcinberger, 
2008). Research in specific metropolitan areas provides some 
support for this. Ong and Pfeiffer (2008) examined fore- 
closures in Los Angeles County in early 2008 and found 
that exurban location accounted for about 20% of the 
spatial variation in foreclosure rates. Lehnert and Grover 
(2008) examined data on subprime loans in the Minneapo- 
lis metropolitan area and found that foreclosure rates were 
relatively high both in some parts of the central city and in 
some recently developed, exurban communities. Lehnert 
and Grover’s study in particular suggests the possibility that 
in some places REO accumulation occurred in a doughnut 
pattern, high in both central city neighborhoods and in 
outlying suburban or exurban communities. The exrent 
of such a partem in any particular MSA will likely depend 
on how much of its suburban or exurban development oc- 
curred during the housing boom and the intrametropolitan 
patterns of home price declines in that MSA. 

In order to describe the intrametropolitan REO patterns 
across large U.S. metropolitan areas. Figure 2 divides more 
than 8,800 metropolitan zip codes in the 100 largest MSAs 
into four categories of REO density as ofNovember, 2008.^ 
I estimated REO properties in each zip code using the LPS 
Applied Analytics data, employing the same state-level 
weights used to generate Figure 1 . I omitted zip codes 
containing only post office boxes and zip codes with fewer 
than 500 mortgageable properties. I estimated the number 
of mortgageable properties in zip codes by adjusting 2000 
census counts of such properties using ESRI’s 2007 zip 
code population estimates (ESRI, 2007). 

Within each of these REO density categories. Figure 2 
also groups zip codes into five intrametropolitan spatial 
categories. The first spatial category includes zip codes 
whose land area lies more than 50% within the primary 
central city in the MSA. The second category includes 
those zip codes that lie partly, but less than 50%. in the 
primary central city. The third spatial category includes 
those zip codes that lie entirely outside the primary central 


city and are also in the lowest quarcile of zip codes arranged 
by share of residents commuting more than 30 minutes to 
work by car in 2000. These are labeled, suburb-only, short- 
commutezi^ codes. The fourth category includes those zip 
codes outside central cities with shares of such commuters 
in the second or third quartile. The final spatial category 
includes zip codes outside central cities whose shares of 
such commuters are in the fourth quartile, and so are 
called suburb-only, long-commutc zip codes. 

Figure 2 indicates that zip codes with high- and vety- 
high-REO densities are disproportionately located in 
primary central cities. In the 100 largest MSAs, almost 
30% of zip codes with very-high-REO densities and more 
than 21% of zip codes with htgh-REO densities are located 
in central cities, although they represent fewer than 1 8% 
of all zip codes. The greater REO densities in central city 
neighborhoods are likely due to the relatively high fore- 
closure rates in many of these neighborhoods (due in part 
to racial and spatial concentrations of subprime lending) 
and possibly to these neighborhoods being slower than 
other areas to reabsorb REO properties. 

By late 2008, some suburban areas also had problems 
with concentrated REOs. Approximately 68% of zip codes 
with high densities of REOs and 58% of zip codes with 
vety high densities of REOs were outside central cities. 
Moreover, suburb-only, iong-commute zip codes made up 
a disproportionate share of the high- and very-high-REO 
categories, although still a smaller share than central city 
zip codes. Suburb-only, long-commute zip codes made up 
over 25% of high-REO zip codes and over 24% of very- 
high-REO zip codes, but only 23% of all zip codes. Mean- 
while, suburb-only, low- and moderate-commurc zip codes 
accounted for 49% of zip codes overall, but only 43% of 
high-REO zip codes and 34% of very-high-REO zip codes. 
This suggests that, on average, suburban communities 
located far from job centers have bigger problems with 
concentrated REO properties than do other suburban 
areas. 

Tlic Federal Response to the Natiojial 
Foreclosure Crisis 

Many analysts sounded warnings about worsening 
foreclosures and weakening housing markets well before 
2007. Some, including a number of analysts at the credit 
rating t^encles. warned that falling home prices could spur 
foreclosures and housing market decline (Immergluck, 
2009). Much earlier, consumer advocafe.s and researchers 
at the U.S. Department of Housing and Urban Develop- 
ment (HUD) documented foreclosure problems associated 
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Figure 2, Percentages of zip codes in the 100 laigest U.S. MSAs’ in five location types'* for each of four categories of REO density.'' November 2008. 

Nores; 

a. This includes only zip codes possessing at least 500 mortgageable properties and located in the 100 largest U.S. MSAs, representing 94% of all zip 
codes in these MSAs. 

h. I assigned each zip code to one of the five location types based on; (1) the portion of ir.s land area lying within the primary central city of that MSA 
and (2) whether the 2000 Census reported ir in the bottom quarrilc (short commute), middle two quarciles (moderate commute), or top quarrile 
(long commute) of zip codes arranged by share of private vehicle commuters travelling over 30 minurcs. 1 defined central ciry as the largest central 
city in the MSA, 

c. The REO density categories are defined as follows: 

Low: Fewer than 21 REO properties pec 10.000 mortgageable properties 

Moderate: From 21 ro 114 REO properties per 10,000 mortgageable properties 
High: From 1 14 to 235 RF.O properties per 1 0.000 mortgageable properties 

Very high; More than 235 REO properties per 10,000 mortgageable properties. 

-Sources: LI’S, 2009; U.S. Census Bureau, 2008.1: F3R1. 2007- 


with subprime lending (Bunce, Gruenstein. Herbert, & 
Scheesselc, 2001). In the spring of 2006, the Consumer 
Federation of America issued a report warning of the 
dangers of exotic mortgages (Fishbein 6cWoodall, 2006). 
At the end of 2006, the Center for Responsible Lending 
issued a report forecasting that subprime foreclosures would 
accumulate to 2.2 million nationwide and that 19% of 
subprime loans would end in foreclosure (Schloemcr, Li, 
Ernst. Keest, 2006). Though criticized at the rime as 
alarmist, both predictions proved later ro be too conservative. 

As foreclosures climbed in 2007, federal policy debates 
over the foreclosure crisis conrinued. Figure 3 provides a 
timeline of key evencs in the central column and defining 


points in the evolution of the policy response in the right- 
hand column. While there is no universal consensus about 
precisely when the crisis started, many would point to April 
2007, when New Century Financial, one of the largest 
subprime lenders in the country, filed for bankruptcy. 
Smaller players in the subprime industry had filed for 
bankruptcy in preceding months, but the failure of New 
Century began to reveal the scale of the crisis. Although 
Congress had debated increased regulation of subprime 
lending since early in the decade, and the Federal Resers’e 
had issued some minor changes ro HOEPA regulations in 
2001, federal policymakers had done litrle to address the 
growing problems of high-risk lending. 
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Dote 

Key events in the crisis 

I’olioy response 

Dec 2006 

CRL issues Lositig Ground report, predicting over 2 million foreclosures 


Jan 2007 

Feb 2007 

Mar 2007 

Apr 2007 

New Century files for bankruptcy; Joint Economic Committee issues its first report on foreclosures 

National mortgage crisis evident 

May 2007 

Jun 2007 

Two Bear Stearns hedge funds fail due to subprime losses 


Ju! 2007 

Aug 2007 

FHA Secure mortgage refinancing program announced 


Sep 2007 

Fetieral Reserve begins efforts to boost liquidity, increases shore term loans to financial insricutions 


Oct 2007 

Durbin introduces bankruptcy cramdown bill; Hope Now Alliance is announced to increase 
counseling efforts: 

First key legislative propo.sal 
introduced; executive branch 
response begins 

Nov 2007 

Dec 2007 

Treasury Department, Securities Industries AssiKiatkm, and Hope Now announce voluntary, 
targeted streamlined modification effort 


Jan 2008 

Feb 2008 

Mar 2008 

Bear Stearns fails; Federal Reserve fecilitates purchase by J.P. Morgan Clusc at fire sale price 


Apr 2008 

More lending facilitie.s announced by Federal Reserve 


May 2008 

Jun 2008 

Indymac ‘I'hrift fails, (Largest thrift failure in history.) 


Jul 2008 

HERA passes, includes N.SP I 


Aug 2008 

Stock price-s of GvSEs fail more 


Sep 2008 

GSE conservatorship begins: Lehman Brothers files for bankrupic)' and Treasury and Federal 

Reserve decide against rescue; AfCJ is rescued via $85billion Fcdenl Reserve hian: TARP 
introduced: Goldman .Sachs and Morgan Stanley allowed to become bank holding companies 

EESA and TARP 

Occ 2008 

Treasury announces TARP redirected to purcha.ring bank prcfcrrctl stock to recapitalize 

HERA 

Nov 2008 

Treasury says problem is contained, predicts no more large bank failures; FDIC bs^ins mass 
modifications of Indymac lo.ans 


Dec 2008 

Obama picks Geithner, key architect of rescues and TARP as frea-sury Secretary, Sutntner.s as chief 
economic advi.sor; Citigroup receives very large loan and capital 


Jan 2009 

(9bama administration requests second $350 billion of TARP and calls for bankruptcy cramdown 
legislation 

Obama administration begins 

Feb 2009 

S75 billion MHA program introduced; .Stimiilu.s bill contains funding for NSP 11 


Mar 2009 

Apr 2009 

May 2009 

HFSTHA signed by President Obama does not include bankniptcy cramdown; Presidential 
memorandum calls for review/withdrawal of federal preemption of state laws 



Figure 3. 'I'imeliiie of key events during iljc 2007-2009 mortgage and financial crisis. 
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In the spring of 2007, federal policy discussions about 
the subprime crisis intensified. In April, the same month 
that New Century failed, Congress’ Joint Economic 
Committee issued a report on the impact of foreclosures 
on neighborhoods and communities, in late spring and 
early summer. Federal Reserve Chairman Bernanke and 
HUD Secrecar)' Alphonso Jackson called for federal Rinding 
for foreclosure prevention counseling. In June, two hedge 
funds managed by the investment bank Bear Stearns 
declared bankruptcy, and investors filed suit against the 
parent company. By August, a long list of financial institu- 
tions announced losses in mortgage-backed securities and 
CDOs. The Federal Reserve moved to lovs'er interest rates. 
By the last quarter of 2007, the private-label securitization 
market had essentially shut down. 

In October, Senator Richard Durbin (D-IL) introduced 
the Helping Families Save Their Homes in Bankruptcy 
Act, which would have allowed a bankruptcy judge to 
modify the balance owed on an owner-occupied home 
loan, an action called a cramdown. Without the bill, after 
borrowers filed for bankruptcy under Chapter 13, the 
judge could modify the balance due on a vacation home or 
an investment property, but not on a loan secured by an 
owner-occupied primary residence. The Durbin bill would 
have removed this exclusion temporarily, providing direct 
relief to those filing for bankruptcy and giving servicers an 
incentive to modify loans voluntarily before the borrower 
filed for bankruptcy. Without offering substantive evidence, 
opponents argued that the Durbin bill would dramatically 
raise the interest rates on home purchase loans.* Industry 
lobbyists successfully blocked the bill. However, in early 
2009, the failure of other efforts to slow the foreclosure 
problem meant that it was back on the cable. 

Partly as an alternative to the Durbin bill, the Bush 
administration, led by Treasury Secretary Paulson and 
HUD Secretary Jackson, announced the Hope Now 
Alliance in October 2007 (Hope Now Alliance, 2007). 

The Alliance included lending institutions, lender and 
investor trade a.ssociacions, the NeighborWorks network, 
and other organizations. Hope Now focused on encouraging 
borrowers to call a 1-800 number to receive telephone 
credit counseling. 

in early December, again rejecting calls for stronger 
interventions, President Bush and Treasury Secretary 
Paulson announced an effort to promote “streamlined,” 
but voluntar}’, modifications for a subset of subprime 
mortgages (American Securitization Forum. 2007). This 
proposal was developed in conjunction with the American 
Securitization Forum, a structured finance trade group. The 
plan was criticized by many consumer advocates in part 
because it was entirely voluntary on the part of servicers 


and investors (Said & Zito, 2007). The voluntary nature 
of the plan and the barriers to modifications embedded in 
securitization agreements severely limited the program’s 
impact. 

The debates over loan modifications were not informed 
by good data (Dugan, 2008). Loan servicers and the Hope 
Now Alliance were under significant pressure to report 
large numbers of modifications, but White (2008) found 
that only 35% of loan modifications resulted in reduced 
monthly payments. In 45% of c.ascs payments actually 
increased, and many modifications were temporary. 

In the first half of 2008, some members of Congress 
wanted the federal government to be more aggressive in 
mitigating foreclosures and proposed that the Federal Hous- 
ing Administration refinance distressed loans. Opponents of 
such proposals argued that many borrowers were actually 
speculators who should not be helped. In some markets 
and submarkets, significant shares of ail foreclosures were 
of non-owner-occupied properties, either investment rental 
properties or vacation homes. Brinkman (2008) found that 
1 8% of foreclosures in the fall of 2007 were of non-owner- 
occupied properties. However, claims that the program 
would aid speculators were mostly a distraction, as con- 
gressional proposals for refinancing were designed only for 
borrowers who could document owner occupancy. 

By the summer of 2008, with foreclosures continuing 
to escalate and a national election approaching, there was 
more pressure to do something about the foreclosure 
problem. Indymac, a $32 billion California thrift^ that had 
been heavily involved in high-risk lending, failed in June, 
becoming the largest thrift failure in U.S. history. In late 
July, the Housing and Economic Recovery Act (HERA) of 
2008 was passed and signed into law. HERA was a complex 
bill that contained tax breaks for residential builders, a 
complicated first-time homebuyer’s tax credit, and a variety 
of other initiatives (U.S. Senate Banking Committee, 2008). 
Two foreclosure-related initiatives were at the core of HERA. 
First, the $300 billion Hope for Homeowners (H4H) 
program, run by the FHA, was intended to refinance 
distressed borrowers. Second. HERA contained $3.92 
billion in supplemental Community Development Block 
Grant (CDBG) monies for a new. formula-funded program 
later called the Neighborhood Stabilization Program (NSP) 
to provide grants to state and local governments for 
reclaiming and redeveloping vacant, foreclosed homes. 

HERA also contained an important provision that 
created a new', stronger regulator for the GSEs that, if 
necessary, could take substantial control of the companies. 
It also gave the Treasury Department the ability to lend to 
or invest in the GSEs (Weiss, Getter, Jickling, Keightley, 

& Murphy, 2008). In testimony on the need for these 
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provisions before the Senate Banking Committee, Treasury 
Secretary Paulson said, “If you’ve got a squirt gun in your 
pocket, you probably will have to take it our. If you have a 
bazooka in your pocket and people know it, you probably 
won’t have to take it out” (Isadore, 2008). Though this 
suggested that HERA would help stabilize the GSEs, it had 
the opposite effect, as investors feared that the Treasur)' 
Department would take over the companies and wipe out 
stockholders (Robb, 2008). As a result, the GSEs’ stock 
prices tumbled. 

HERA gave HUD only two months to issue regulations 
implementing H4H and NSP. As initially implemented, 
H4H required lenders to write-down existing mortgages 
and refinance borrowers into loans for not more than 90% 
of their homes’ current values. However, the program was 
not designed to deal with the many borrowers, especially in 
high-cost areas, who had second mortgages layered on top 
of their primar)'- loans.® Holders of junior loans were not 
inclined to agree to refinancings that would wipe out their 
interests. As a result, the program received only 312 appli- 
cations from across the entire country in its first two and a 
half months of operation (ElBoghdady, 2008). HUD 
modified the program in November 2008, increasing the 
maximum loan amount to 96.5% of appraised value for 
some loans, but the changes were not enough to make the 
program effective. 

In the case of NSP, HUD was charged with quickly 
developing a formula for allocating the $3.92 billion in 
funds across existing CDBG entitlement communities as 
well as states. The statute required that each state receive 
something.^ 

Between the time that HERA was passed in late July 
2008 and the time its key programs were actually rolled 
out in early October 2008, a great deal occurred in the 
broader housing and financial markets. Housing prices fell 
quickly in many regions and foreclosures continued to 
increase, with larger increases outside of the subprime sector. 
The GSE stock prices continued to decline, im|>cr!ling the 
solvency of Freddie Mac in particular. In early September, 
Treasury Secretary Paulson announced that he would 
provide financing to the GSEs and direct the Federal 
Housing Finance Agency (FHFA), in its new role as GSE 
regulator, to place both Fannie Mae and Freddie Mac in 
conservatorship, giving FHFA substantia! operational 
control of both companies. 

In the third week of September, the investment banking 
firm Lehman Brothers filed for bankruptcy after Secretary 
Paulson stated that the Treasury Department would not 
arrange for its rescue or sale, as the Treasury Department 
had done for Bear Stearns in March. Many consider 
Lehman Brothers’ failure a key precipitator of the broader 


financial crisis that followed. Significant credit submarkets, 
including money markets that serve the short-term financ- 
ing needs of many larger firms, seized up within days of the 
Lehman collapse. The day after the Lehman failure the 
Primary Reserve Fund, a S64 billion money market fund 
holding substantial Lehman short-term debt, broke the 
bucks announcing that it would pay investors only S0.97 
on the dollar, something no money market fund had done 
before (Nocera, 2008; Stecklow, 2009). Then, the Federal 
Reserve announced that it was lending $85 billion to the 
insurance giant AIG, which had sold over $400 billion in 
credit default swaps and was likely to experience many 
claims as credit markets deteriorated. This action aimed to 
avoid greater panic when investors tried and failed to claim 
their credit default swap coverage in the event of defaulting 
bonds. 

By the end of the third week in September, Treasury- 
Secretary Paulson proposed, in a now infamous three-page 
memo, the $700 billion Troubled Asset Relief Program 
(TARP; Nocera, 2008). Soon after, it was included in the 
11 0-page Emergency Economic Stabilization Act (EESA), 
which became law in early October after firs and starts in 
Congress, including an initial rejection in the House. 
TARP was promoted as an effort to purchase mortgage- 
backed securities and possibly mortgages themselves from 
financial institutions in order to rid them of bad assets and 
reduce investor uncertainty. However, some virgued that 
TARP funds would be better used to purchase stock in 
troubled banks because this would directly increase bank 
capital which then could be leveraged to increase the 
lending capacity of the banks. One of the difficulties with 
using TARP funds to purchase troubled securities was how 
to define an appropriate value for the securities. If they 
were purchased at current market value, which would 
likely be very low, this would do little to improve banks’ 
balance sheets. If they were purchased at prices substan- 
tially above current market value, this might be viewed as 
the government rewarding institutions for risky behavior, 
plus the banks would get as new capital only the difference 
between the new price and market value. By mid-October, 
the Treasury Department switched gears and directed 
TARP funds to a Capital Purchase Program through w'hich 
it could purchase preferred stock in financial institutions. 
The Capital Purchase Program soon became the principal 
use for the first $350 billion in TARP funding. 

Despite the hundreds of billions of dollars in assistance 
flowing from TARP to large financial firms. Secretary 
Paulson rcfiised to consider using even a modest portion 
of the funds in any direct program to assist homeowners 
at risk of foreclosure, although the authorizing statute 
specifically gave him the authority to do so. 
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With the economy worsening, foreclosures conrinuing 
at high levels, and credit markets remaining tight, the 
incoming Obama Administration obtained CongreKional 
approval to draw on the second half of the $700 billion 
TARP in January 2009, before Barack Obama officially 
took office. Larry Summers, the incoming director of the 
National Economic Council, wrote in a letter to Congress 
that the new administration svould provide stronger over- 
sight and greater accountabilic)' for TARP funds, and 
would use $50 to $ 1 00 billion of the funds for foreclosure 
mitigation {Summers, 2009). The letter also su^ested that 
the new administration would seek to change bankruptcy 
laws to permit cramdowns of primary residence loans. 

In February 2009, the Obama Administration an- 
nounced its much-anticipated plan to slow foreclosures, 
the Making Home Affordable (MHA) program. In addition 
to pledging more capital to the GSEs, MHA included two 
primary programs. First, it would allow for the refinancing 
of existing GSE loans up to 105% of the current value of 
the home. The GSEs were prohibited from funtiing mort- 
gages beyond 80% of home value, but private mortgage 
insurance had traditionally allowed borrowers to go above 
this level. However, the credit crisis had prompted severe 
retrenchments in the availability of private mortgage 
insurance, especially in markets where home values had 
dropped. Thus, this part of the plan was an effort of the 
federal government, which now essentially controlled and 
stood explicitly behind the GSEs, to absorb these greater 
risks in lieu of the mortgage insurance industry. 

The second and more ambitious component of MHA 
required loan servicers to reduce mortgage payments to 
.38% percent of the borrower’s income, afrer which the 
federal government would pay 50% of further reducing 
them to 31% of the borrower's income. The plan would 
also compensate servicers for modifying loans and provide 
modest annual incentives to borrowers who remained cur- 
rent in loans following modification. MHA also provided 
a federally sanctioned protocol for evaluating borrower 
claims for loan modifications and for implementing the 
modification process. Policymakers hoped that a federally 
standardized modification procedure would influence servicer 
practice, increase the pace of payment-reducing modifica- 
tions, and provide loan servicers with a stronger defense 
against mortgage-backed securities investors threatening to 
sue over modifications that harmed their interests. 

The plan was complemented by the near simultaneous 
introduction of HR 1 1 06, which resurrected the bank- 
ruptcy cramdown proposal and also called for protecting 
servicers from lawsuits by mortgage-backed securities 
investors when they modified loans in ways that might 
harm those investors' incere.sts. Many argued that the threat 


of bankruptcy cramdowns was necessary to encourage loan 
servicers to participate in MHA in large numbers. How- 
ever, the Senate rejected the cramdown provision, while 
keeping the shield for servicers against investor lawsuits. 
The final bill, the Helping Families Save Their Homes Act 
(HFSTHA), was signed into law on May 20, 2009. While 
it is too early to evaluate the impact or effectiveness of the 
MHA plan at this writing, it was clearly much more ambi- 
tious than anything previously attempted. Bur the failure 
to pass the bankruptcy cramdown and the continuing 
obstacles that second mortgages pose to loan modifications 
are likely to prove significant challenges for the program. 

Although it did not include the bankruptcy cramdown, 
HFSTHA did give loan servicers some protection from 
lawsuits if they modified mortgages, as noted above. It 
also included a new requirement on most mortgages that 
lenders provide tenants of foreclosed properties with 90-day 
notice prior to eviction. This latter provision is particularly 
important for neighborhoods with large concentrations of 
foreclosed properties, In many lower-income neighborhoods, 
smaller rental properties arc a substantial share of foreclosed 
properties. This provision keeps them occupied longer, 
reducing the problems associated with vacant buildings. 

Even before MHA was introduced, a growing number 
of loan modifications in late 2008 and early 2009 reduced 
lo,in payments rather than keeping them the same or in- 
creasing them with arrearages, in part because property values 
were falling and lenders wanted to slow the accumulation 
of REO properties (Fitch Ratings, 2009). However, the 
broader economic crisis meant that foreclosures picked up 
again after a few months of voluntary moratoria by major 
lenders. The new wave of foreclosures was largely driven by 
rising levels of unemployment. Borrowers suffering from 
long spells of unemployment are less likely to be helped by 
moderate reductions in mortgage payments. Foreclosure 
becomes much more difficult to prevent in these cases. 

Public furor was high in the spring of 2009 over bonus 
payments to executives at financial firms like AIG that had 
received billions of dollars in federal assistance. This made 
it increasingly difficult for federal policymakers outside the 
Federal Reserve to provide more assistance to financial 
firms, especially if it would require going to Congress for 
more budgetary authority. As a result, the Treasury' proposed 
a pair of legney nsseta programs that would use Federal 
Deposit Insurance Corporation (FDIC) loan guarantees 
and the existing pool of TARP funds to purchase loans and 
mortgage-backed securities, removing them from financial 
institutions' balance sheets as proposed in the original 
TARP bill. At this writing, ihe.se programs are still being 
developed, but the balance sheets of the financi.il institu- 
tions holding these assets have improved to the point that 
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the institutions are not highly motivated to sell them. In 
early April 2009, the U.S. Financial Accounting Standards 
Board gave banks more flexibility in applying mark-to- 
market accounting to their toxic assets, which allowed 
banks to hold on to the assets without marking them down 
to very low values. 


Key Characlcristifs of the Foreelosurc 
Crisis Policy Debate and Response 

Mallach (2009) has aptly described the federal response 
to the foreclosure crisis through early 2009 as “hairing, 
uncertain, and inadequate” (p. 21). At least three over- 
arching themes characterized these policy debates and 
often Stymied federal responses or made them inconsistent. 
First, fundamental disagreements over the proper role of 
the federal government in housing finance were at the core 
of many of the debates. The very existence of the crisis has 
been employed as evidence by both those promoting a 
stronger federal role in housing finance as well as by those 
arguing against federal involvement. Those who cited weak 
regulation as a principal cause of the crisis have called for a 
stronger federal role in regulating mortgage and financial 
markets (Sitglitz, 2008). On the other side of this debate, 
some conservatives have argued that the Community 
Reinvestment Act (CRA) was a principal cause of the crisis 
(Husock, 2008; Wallison, 2008). I briefly review the 
evidence on the role of the CRA in the crisis below. 

Second, the intensity and profile of the crisis radically 
altered the traditional process for making housing finance 
policy, bringing in a much wider set of actors and voices. It 
is not clear, however, whether tins informed policy with 
clearer evidence. Opportuniscic analysts and pundits offered 
their own diagnoses and prescriptions for financial and 
housing markets. For the first time, housing policy became 
a frequent subject of discussion on political talk radio and 
television. Partly because it was a presidential election year, 
debates were frequently highly polarized and parrisan, with 
conservative pundits blaming the crises on government 
interventions and their liberal counterparts blaming 
unbridled free markets. 

The third theme that characterized the federal response 
was chat it occurred during a crisis. When the broader 
financial crisis reached a climax in September 2008, the 
pace, transparency, and deliberative nature of policymaking 
changed dramatically. EESA arguably represented a monu- 
mental shift in the nature of federal involvement in financial 
markets, but went from introduction to law in less than 
three weeks nonetheless. Its principal comjxment. TARP, 


provided the executive branch a historically unprecedented 
level of discretion to determine how to distribute or oblig.ite 
hundreds of billions of dollars in federal funding, 


Some Potential Implications for Local 
Housing Markets and Planning 

The foreclosure crisis, and how markets respond ro it, 
will likely have countless direct and indirect effects on 
housing and metropolitan development. I highlight some 
possible effects of particular relevance to planning practice 
and scholarship. Planning scholars and practitioners should 
devote significant attention to determining the extent to 
which these effects materialize. 

More Kenfal Housing. Smaller Homes, 

Fewer Comios? 

Larger down payments, major reductions in layered 
home financing, and lower maximum debt-to-income 
ratios for borrowers should all be expected to reduce the 
purchasing power of prospective buyers of one- to four- 
unit rcsidcnrial buildings, lowering homeownershlp rates 
in the long term. The U.S. homeownership rate dropped 
from 69-2% in the fourth quarter of 2005 to 67.5% in the 
fourth quarter of 2008, which is the same level as the first 
quarter of 2001 , before the most recent high-risk mortgage 
boom (U.S. Census Bureau, 2009a). 

Changes in mortgage markets are likely ro affect 
different rental housing submarkets differently. Higher- 
cost submarkets may have few shortages in the near term, 
especially in large cities where recent years’ excess supply of 
condominiums may be converted to rental units.'*^ However, 
demand at the lower end of the rental marker might be 
expected to increase as distressed former homeowners seek 
rental housing and new Irouseholds cannot afford to own 
homes. Some portion of vacant foreclosed homes will likely 
be converted to rental housing as investor-landlords pur- 
chase properties, but such housing tends to be of substand- 
ard quality, since rents for scattered-sire single-family units 
often do not cover debt repayment, profit for the owner, 
and adequate maintenance, especially in lowei-incomc 
submarkets (Mallach, 2007). 

Lower home prices should partly mitigate the effects 
of lower debt-to-income ratios and higher down payment 
requirements in some places. However, in many places the 
affordability of owner-occupied homes will not improve 
because declines in home prices will not fully compensate 
for more restrictive down payment and undcrevriting 
requirements. Ironically, the income and wealth thresholds 
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for buying a home may increase the most in places where 
values fell less, but financing became much more restrictive. 

Overall, stricter underwriting may lead to increased 
relative demand for smaller homes and more affordable 
developments versus larger, more expensive homes. These 
effects may be strengthened by demographic trends and by 
preferences and policies favoring increased environmental 
sustainability. Recent census figures suggest that there may 
already be some movement in this direction. The median 
area of a newly constructed single-family home in 2008 
was 2,153 square feet, down almost 5% from the peak of 
2,259 square feet in 2006 (U.S, Census Bureau, 2009b). 

The median in 2002, at the beginning of the most recent 
high-risk lending boom, was 2,1 15 square feet. Moreover, 
in a recent survey of builders by the National Association 
of Home Builders, 88% of respondents reported that they 
were building smaller homes than in the past (National 
Association of Home Builders, 2009). 

Even though tighter mortgage markets may foster 
preferences for smaller single-family homes, a popular 
trend in urban housing over the last 20 years may not fare 
so well. Condominium buildings pose particular challenges 
during foreclosure crises. As vacancies in condominium 
projects mount, association fees go unpaid and common 
costs spread over occupied units rise. Industry estimates 
suggest that more than 90,000 new condominium units 
will be completed this year, at a lime when many buildings 
are already seeing high vacancy rates (Timiraos, 2009). In 
early 2009, Fannie Mae announced a new set of policies, 
saying that it would stop purchasing mortgages in cotido- 
minium buildings where fewer than 70% of the units had 
been sold (up from a requirement of 51%), where 15% or 
more of owners are delinquent on association fees, or where 
more than 10% of units are owned by a single entity. 'I he 
overall glut in condominiums in many markets, as well as 
such restrictions in purchase financing, will be challenges 
for new projects involving condominiums. 

Smart Growth. Mixed Use, ami 
ffoiisiiig Clioiee? 

\Kffiile new residential development is likely to be slow 
for some time, planners now have a more powerful financial 
argument for promoting mixed-income housing and diverse 
land uses within their communities: fiscal diversification. 

Some jurisdictions that relied primarily on single-family 
properties for their tax bases have been seriously impacted 
by foreclosures and falling home values. Mukifamiiy rental 
housing, although not veiy’ strong in many markets, has 
generally not lost as much value as have single-family units. 
Increasing the diversity of land uses and especially of 
housing tenure types and price points will improve a 
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locality’s long-term revenue stability’. Fiscal impact analysis 
should be restructured to focus much more on long-term 
risks, rather than simply on short-term revenues and costs, 

At the same time, lenders, investors, and households 
are likely to be more risk averse than ever, which could 
work against higher densities and mixed-use development. 
Misplaced or incorrect perceptions of the risk associated 
with such developments may combine with an overall 
return to a more conservative real estate environment to 
make it more difficult to finance progressive residential or 
other types of development. 

I'TfccIs on Kaciai and Goonoinic Segrcgalion? 

While the causes of residential segregation are complex, 
as fewer low- and moderate-income households are able to 
purchase homes, or are limited to less expensive homes, 
their housing options will be more constrained. If rental 
housing is more .spatially concentrated within the broader 
metropolitan housing market, other things equal, overall 
levels of racial and economic segregation levels may worsen. 
This will mean that the siting of new rental housing will 
become increasingly important to providing fair housing 
opportunities. State, federal and nonprofit agencies 
re.spon.sible for enforcing fair housing law will need to pay 
particular attention to local government's responsiveness to 
rental iiousing proposals. 

Key Issiic.s in Federal Housing Finance 
and Neighborhood Stabilizaiion Policy 

The foreclosure and financial crises have stimulated or 
revived federal policy debates across a broad rarige of 
topics. Some of these federal issues could greatly influence 
local housing markets. Local planners should monitor the 
following topics closely. 

Federal Nei^^hborliaod Stabiii/ialioti Programs 

The NSP has been the principal federal response to the 
accumulation of foreclosed properties. The first version of 
NSP (sometimes referred to as NSP 1), was adopted as part 
of HERA, and was first implemented in the fall of 2008, 
with $3.92 billion going to local and state governments 
beginning in the spring of 2009. The American Reinvest- 
ment and Recovery Act (ARRA) of 2009 included another 
$2 billion for what has been called NSP 11. ARRA also 
changed some of the rules of the NSP I program (U.S. 
House of Representatives, 2009). 

Mallach (2009) and others have criticized the design 
ofNSP I in much more detail than discussed in this article. 
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One common complaint was that the 18-month timeline 
for the program was too short to develop well-designed 
local properc)'^ reclamation programs. The NSP formula 
guaranteeing minimum funding levels to all states, includ- 
ing chose without appreciable problems with foreclosed or 
vacant properties, has also been criticized. The HERA 
statute required that local government grant recipients 
purchase foreclosed properties from lenders or loan servicers 
at discounts of 5-15% below appraised value, which could 
encourage inflated appraisals. The statute also proscribed 
selling properties for prices that exceeded the sum of their 
acquisition and redevelopment costs, meaning that a local 
government could not use profits from one property to 
subsidize the redevelopment of another property that 
might be sold at a loss. 

The changes to NSP in ARRA responded to some of 
the concerns that had been expressed about the program, 
including creating a competitive rather than formula-funded 
program (U.S. House of Representatives, 2009). But ARRA 
did not resolve all of the problems. In fact, one change made 
NSP n somewhat less flexible by restricting redevelopment 
to housing uses only, while NSP I had allowed redevelop- 
ment for uses ocher than housing. Given the oversupply of 
housing in some communities impacted by foreclosures, this 
constraint is likely to impede some good redevelopment 
proposals. 

The competitive design of NSP II, while not without 
flaws, is at least conceptually superior to the formula fiutding 
of NSP I. Allocating funds directly to states in NSP I 
appeared, in some cases at least, to result in a formulaic 
pass-through to counties and localities, many with few 
problems with foreclosed properties. It is also true that 
many local governments do not have significant experience 
acquiring and redeveloping vacant and foreclosed proper- 
ties. NSP II emphasizes local capacity and is designed to 
favor efforts that can leverage NSP dollars with other 
funds. 

Despite the limitations and constraints ofNSP, the 
program may help spawn significant innovation in local 
efforts to reclaim and redevelop vacant properties. Given 
the scale of the problem in many metropolitan areas. NSP 
funds alone are unlikely to make a substantial dent in the 
vacant property problem. In many places, funds will have 
to be leveraged with other housing and community devel- 
opment subsidies as well as with private capital. Moreover, 
regional efforts to coordinate NSP and NSP-type activities 
will be e.ssential to maximize the program’s impact. In- 
trametropolitan competition for scarce homebuyers or 
resources could damage the program’s cumulative effect. 

Since some localities appear to be avoiding using NSP 
funds for rental housing projects, fair housing problems 


may r^ult. Moreover, given the direction of credit markets, 
program funds will be insufficient to leverage many poten- 
tial buyers into homeownership, especially in higher-cost 
markets. Early research on local plans under NSP i suggest 
that approximately twice as much funding is being devoted 
to homeownership programs as to rental housing (Lovinger 
& Sheldon, 2009). Even in their plans to meet an NSP 25% 
set-aside requirement for households with incomes below 
50% of the area median, over a quarter of local government 
recipients do not intend to serve this population with 
rental housing, and more than 50% plan to include a 
component of homeownership programming in serving 
thb population (U.S. Department of Housing and Urban 
Development, 2009). 

Sfrciigfheniiig Mortgage IVIarkct Rcgiilaiioii 

There are at least three issues at the center of federal 
policy debates concerning new mortgage market regula- 
tions." First, the degree and nature of supervision of 
different types of lenders (c.g., independent mortgage 
companies vs. banks) vary greatly and are not in proportion 
to the lenders’ market power or impact. Second, regulation 
to protect consumers in U.S. mortgage markets has relied 
on prescribed consumer disclosure documents that are 
presented to borrowers, often at the loan closing. The crisis 
has called into question the adequacy of this fundamental 
approach. Third, federal law has often allowed national 
banks and thrifts and their subsidiaries to operate without 
regard to state consumer protection laws. State regulators 
have argued against this. 

Federal and state efforts to protect consumers and 
regulate mortgage markets have been understood for some 
time to be inadequate. In particular, many argue that it 
made little sense that the mortgage companies dominating 
the highest-risk mortgage markets were subject to almost 
no federal supervision, while depository institutions that 
generally played small or indirect roles in the crisis were 
more heavily supervised through regular examinations 
(Essene & Apgar, 2007; Immergiuck, 2004). Some have 
called for a new federal consumer protection agency with 
authority over all mortgage lenders (Warren, 2007; Immer- 
giuck, 2009) complementing rather than displacing federal 
and state banking regulators. The goal would be to create a 
muscular federal agency with consumer protection as its 
primary mission. 

Barr, Muliainathan, and Shafir (2008) argued that 
consumer disclosures have proven to be an inadequate means 
of consumer protection. The evidence from behavioral 
finance suggests that individuals who face complex decisions 
lila; those involved in taking out a mortgage loan, often 
simplify decisions into one or two basic choices or rely on 
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advisors, such as mortgage realtors, mortgage brokers or 
lenders, even when these advisors have incentives to operate 
against consumers’ interests. The major alternative approach 
is proscriptive regulation, prohibiting particular sorts of 
loan terms or practices.’’ 

Most state regulators and consumer advocates argue 
that slates should be able to supplement consumer protec- 
tion and fair lending laws to protect their citizens. At the 
same time, there is a strong argument for a uniform, mini- 
mum level of regulation that would protect all borrowers 
in the United States, regardless of state action. Resolving 
this will not be simple, as the preemption powers provided 
by national banking charters are lucrative and date back to 
the nineteenth century. Opponents of limiting preemption 
powers argue that state-specific consumer protection laws 
are overly burdensome and inefficient. At the same time, 
much of real estate law, including foreclosure procedures, 
already varies by state. Arguing that all laws and regulations 
that govern mortgage finance should be uniform across the 
nation ignores the long tradition of state regulation of real 
estate activity. Moreover, the costs of high-risk lending to 
local communities are now painfully obvious and ai^ue 
against preemption of state law in this area. 

In May, the Obama Administration issued a memoran- 
dum directing federal regulatory agencies not to preempt 
state laws unless explicitly directed to do so by federal 
statute. The memo also directed regulators to review 
preemption activities over the previous ten years, staring 
that when . a regulatory statement of preemption or 
codified regulatory provision cannot be so justified, the 
head of chat department or agency should initiate appropri- 
ate action, which may include amendment of the relevant 
regulation” (Obama, 2009. p. 1). This essentially directed 
federal regulators to rescind recent preemptive actions 
overriding state consumer protection laws. While this was 
significant, federal preemption could srill occur through 
legal challenges unless Congre.ss takes action to affirm 
states’ regulatory authority in this area. 

The Future of the Federal Iiivolvenieiit in 
Seeoiuhiry Markets and SeciirUizatioii 

In September 2008, Fannie Mae and Freddie M.ac 
were placed under federal consei'varorship to be controlled 
by their regulator for an indeterminate period of rime. It 
quickly became clear, however, that the GSEs were unlikely 
ever to return to their pre-conservatorship forms. In Octo- 
ber 2008, Federal Reserve Chairm.an Bernanke (2008) 
outlined several possible options for the future of federal 
involvement in mortgage .secondaiy markets; these in- 
cluded privatization, on the one hand, or tying the GSEs 
more clo.sely to government, perhaps tlirough some sort of 


more regulated public utility or cooperative model, on the 

other. 

Privatization would involve selling off pieces of the 
GSEs to private investment firms. However, without major 
changes in regulatory systems and in the mechanics of 
securitization, such an option could recreate many of the 
problems of the high-risk debacle. Advocates for a sustained 
federal role in mortgage secondary markets argue that the 
federal government should help control and mediate the 
flow of mortgage market capital into neighborhoods that 
are ill equipped to be connected directly to the spigot of 
global capital markets (Immergluck, 2009). Standardizing 
and regulating mortgage securitization could prevent many 
of the problems caused by the complex and atomistic system 
that funded loans svith private-label mortgage-backed 
securities. 

One option mentioned by Bernanke and others would 
be to reconstitute the GSEs as some form of public-private 
partnership or public utility. The latter model would create 
a new private firm with severely limited ability to advocate 
for public policies and whose profit and/or pricing would 
likely be overseen by some form of public regulatory com- 
mission. Another option would be to reconstitute the GSEs 
to resemble the Federal Home Loan Banks, essentially as 
regulated firms owned cooperatively by the mortgage 
originators who utilize the firm’s secondary marker functions. 
However, increasing concentration in the mortgage lend- 
ing industry may mean that such a scheme would give a 
few large mortgage lenders effective control over such a 
cooperative. 

Regardless of the future structure of secondary markets, 
if will be important to improve the accountability and 
transparency of all forms of securitization. One tool for 
doing this is a broad system of assignee liability under 
which the holder of a security will bear liability for any 
unfair, deceptive, or prohibited practices in the origination 
and servicing of a loan, no matter who the loan originator 
was or how many intermediaries have held subsequent 
securities based on it. Without such investor liability, the 
systems to increase transparency and responsible lending 
are unlikely to be sustainable. Previous efforts at the stare 
level met with resistance from the credit rating agencies, 
who lobbied against state laws that included assignee 
liability provisions (Immergluck, 2009). By threatening to 
downgrade or refuse to rate mortgage-backed securities in 
states with such laws, the ratings agencies put severe pressure 
on state policymakers to omit assignee liability provisions 
from their regulations. Federal assignee liability provisions 
would make it harder for dominant market players to 
influence regulatory' power in this way. 
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The Future of the CRA and Fair f.ending 

The 1977 CRA was passed at a time when depository 
institutions, especially savings and loans, dominated mort- 
gage lending markets. The law exempts nondepository 
lenders from coverage, in large part because its authors did 
not foresee that originate-ro-hold lenders would constitute 
as small a portion of the home loan market as they have in 
recent years. For many years, various commentators have 
argued chat CRA should be expanded to cover all entities 
engaged in the origination and funding of mortgage, small 
business and consumer credit. Such legislation has been 
introduced several times without success (Squires, 200.3; 
Immergiuck, 2004). Given the massive amounts of federal 
funds pledged to a svide variety of non-bank financial 
institutions, the justification for expanding CRA has 
become stronger. 

Regardless of whether CRA is expanded, it is critical 
for local housing planners and researchers ro monitor the 
implementation and enforcement of CRA and fair lending 
laws in the near term. The pressure on banking regulators 
to support the financial sector and, especially banks and 
thrifts, may have a chilling effect on fair lending and CRA 
enforcement. Moreover, the dramatic changes in mortgage 
and housing finance may make it harder for regulatory 
agencies to evaluate CRA performance and identify potential 
discrimination. 

Those conservative commentators who argue that the 
CRA was a significant cause of the foreclosure crisis will 
likely resist efforts to expand and enforce the CRA and fair 
lending laws (Husock, 2008; Wallison, 2008), but there is 
no substantive evidence for their assertions. Canner and 
Bhurta (2008) analp.ed Home Mortgage Disclosure Act 
data for 2005 and 2006, during the peak of the second 
high-risk lending boom, and found that 57% of higher- 
cost loans were to middle- or upper-income borrowers or 
neighborhoods. They also found that only 6% of all 
higher-priced loans were eligible for CRA credit. Canner 
and Bhutra also examined loan performance data for 
borrowers in tsvo groups of neighborhoods that were very 
similar except that the lending in one group received credit 
under the CRA. They found thar the repayment perform- 
ance of loans in the CRA-eligib!e tracts was actually 
slightly better than those in the ineligible tracts. 

'fwo other recent studies have looked at the loan 
performance of CRA-e!igible loans versus non-CRA loans. 
Ding, Quercia, and RarciifFc (2008) found that community 
reinvestment loans were roughly 70% less likely to default 
than otherwise similar subprime loans. Tltey attribute the 
large differences in performance to the role of mortgage 
brokers and risk-inducing loan terms in the subprime 
segment. Laderman and Reid (2008) analyzed a large 


databaseofloans in California and found that CRA-eligible 
loans were significantly less likely to be in foreclosure than 
otherwise similar loans originated by independent mortgage 
companies, which arc not regulated by CRA. Most impor- 
tantly, they found that CRA-eligible loans tended to have 
characteristics that reduced risk, including fixed and lower 
interest rates. 

Federal policy in these areas promises to have importanr 
impacts on local housing markets and development patterns. 
Regardless of how markets and federal policymakers re- 
spond to the foreclosure crisis, however, planners should 
become more proactive in identifying trends in real estate 
and financial markets that have problematic implications 
for development in their communities. The crisis provides 
a strong lesson that planners should not merely go with the 
flow of real estate booms or rely solely on market rests for 
development proposals. Financiers’ or investors’ participation 
in a projea is no substitute for local planners’ thoughtful 
forecasting and analysis. Sound planning can at least 
moderate the deleterious impacts of credit bubbles on 
local communities. 


Notes 

1. Thew include two key laws effectively preempting many .state lending 
regulations: the Depository In.stitutions Deregulation and Monetary 
O>ntro| Act and the Alternative Nforrgagc Transaction Parity Act. .See 
McCoy and Renuart (2008) and Immergiuck (2009). 

2. Alt-A loans arc loan-s for which the borrower pays a premium in 
exchange for not having to provide the usual documents to verify his or 
her income. 

3. Delinquency rates are from the Mortgage B.'inkers Association's 
National Delinquency Survey (Mortgage Bankers Assodation, 2009). 

4. Sec Immergiuck (2008) fora more extensive description of the Li’S 
Applied Analytics data. 

5. 'I’he four catteries of RHO density are: containing zip codes in 

the bottom quanile of R^F.O densitj’; modirarc. containing zip codes 
from the 25th percentile to the 75th percentile: high, containing zip 
codes in the 75th to the 90ch percentile of RKD den.dtyi and very high, 
containing zip codes above the 90th percentile. 

6. Researchers have only re'Cently cxamineil the evidence on cramtlowtjs’ 
effects on interest rates. Lending industty representatives argued that the 
proposal would raise interest rates on owner-occupied home loans by 
1.5 percentage points because, without cramdown protection, lenders 
would require higher interest rates to compensate for potentially greater 
losses, llicy have cited the higher interest rates for investment property 
mortgages as evidence of such an effect (Mortgage Bankers Association, 
2008). But such loans likely co.st more to finance because inve,stor 
property mortgages involve other forms of increased risk, including 
higher default risk. I.evitin and Goodman (2008) measured the impact 
of cramdowns on interest rates using longitudinal historical data front 
federal judicial districts, which varied in the degree ro which they allowed 
mortage cramdown.s on principal residences from 1 979 to ! 99 . 5 . They 
found that tnortgage cramtlowns resulted in increases in interest rates of 
only 0.05 to 0, 1 5 |,serceniagc points, far lc,ss than the 1 .5 percentage 
points claimed by the .Mortgage Bankers Association, 
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7. A chriftis a finaociai institution that accepts deposits like a bank. 
However, thrifts evolved from savings mid loans, which were formed 
primarily to originate and service home loans. Thrifts operate under 
different charters than state or federally chartered banks, and arc regulated 
by the federal Office of Thrift Supervision. Banks are regulated 1^ state 
banking departments and by the Federal Deposit Insurance Coiporation, 
the Federal Reserve, or the Office of the Comptroller of the Currency, 
depending on their charters. Nondepository financiai institutions, vsdiich 
include mortgage and finance companies, are nor directly regulated by 
any of these agencies, but are subject primarily to .state regulators and 
tlie Federal Trade Clommission for compliance with consumer protection 

8. For example, the proportion of senior mortgages with associated 
junior mortgages increased in Massachusett-s from 26% in the second 
quarter of 2003 to 63% in the third quarter of 2005 (Rnsengren, 2008). 

9. While HF.RA provided some direction for allocating the funds, there 
are no consistent, smail-area data on foreclo.sures or foreclo.scd properties 
that are publicly av,iilable. HUD used free or very low cost data and a 
regression approach to predict foreclosures at the census tract level, and 
then allocated funds according to these estimated foreclastircs. ITie census 
tract values of the resulting indicator of what HUD called foreclosure 
risk was then made available for states and localities to u.sc in allocating 
funds within their own jiirisdicrions. 

10. Condominium associations often limit or restrict leasing of individual 
iiniK, and converting entire buildings of individually owned units to 
rental Ls aLso challenging. 

1 1 . This is a broad and complex area, and there are many other is.sues. 

1 entphasize three key issues tliai arc fundantenta! to the entire structure 
of moi'tgage market rcgulacitJit, ,Sw Immcrgluck (2009) for a broader 
discus.sion of regulatory issue.? that have been raised by the crisis. 

12. Another alternative is to define a default loan product, which would 
have minimal potential legal liabilities for lenders, like a 30-year, fi-xed- 
rate mortgage. Variations from this product, like adjtisiable rates, would 
trigger poicntiaily higher liabilities, thus encouraging lenders to market 
the safer default product mure heavily, Barr, Mullainathan. and bhafiv 
(2008) propose such an alternative. 


Kererctirex 

American Securitization Forum. (2007, December 6). Streamlined 
furertosun- and lass avoidance fi-umcivork for securitized subprime adjustahlr 
rate mortga'^ loans. Retrieved October 2. 2008, from http://portal 
.dclaw'a re.gov/foreclosureinfo/docs/ASF_F.xocucive_Summary.pdf 
Apgar, W.. Calder, A,, & Fauth, G. (2004), Credit, capital and commu- 
nities: The implications of the changing mortgage hanking industry for 
iwnmiinity based orgamaitiom. Gambiidge, MA: joint Gtntcr for Hmising 
Studies of Harvard University. 

Apgar, W., & Duda, M. (2005). Collateral damage: The municipal 
impact of today’s mortgage foreclosure boom. Report prepared for the 
Honieownofship Preservation Foundation. Normandalc, MN. Retrieved 
January 22, 2009. from http;//ww%v.995hope.org/confent/pdf/Apgar 
_Duda_Study_Sliort_Vcr,sion.pdf 

Ashcraft, A., &i Schuermann. T. (2008. Marcli). Understanding the 
securitization ofsuhprime mortgage tw//r (Federal Reserve Bank of New 
York Staff Report No. 318). Retrieved May 12. 2008, from littp://w\vw 
.ncw)’orkfcd.org/rescarc!i/staft_report.s/sr3 18.pdf 
Barr, M.. Mullainathan, S., & Shafir, K. (2008, April). Rehaviorally 
informed home mortgage credit reguLition (1 larvard University Joint 
Gemcr of Hou.sing Studies Paper UCG08-i2). Retrieved June 20, 2008, 


from http://www.jchs.barvard.edu/publications/finance/undcrstanding 
_consumer_credit/papers/ucc()8- 12_barr_muliainathan_shafir.pdf 
Bernanke, B. (2005, April 14). The global saving glut and the US. 
current account deficit. Remarks at the Homer Jones Lecture. St. l.oui.s, 
Missouri. Federal Reseivc Board of Governors. Retrieved January 2. 
2009. from http://www.fcderalreserv'e.gov/boarddocs/speeche.s/2005/ 
200504 1 4/defaiilr. h tm 

Betnanke, B. (2008. October 3 1 ). Thcficture of mortgage finance in the 
United States. Speech at the University of Galiforttia, Berkeley/Univereity 
of California. D>s Angeles Symposium on The Mortgage Meltdown, the 
Economy, and Public Policy. Berkeley, California, 

Brinkman, J. (2008). An examination of mortgage foreclosures, modifi- 
catioHS, repayment plans and other loss mitigation activities in the third 
quarter of 2007. Mortgage Bankets Association. Retrieved January 12. 
2009, from http://wvvw.mbaa.org/files/News/lnrernatResouac/59454 
_LoanModification.sSurvcy.pdf 

Bunce, H.. Grucnstcin, D.. Herbert, C.. & Scheessele. R. (2001). Sub- 
prime foreclosures: The smoking gun of predatory lending? U.S. Department 
of Housing and Urban Development Housing in the New Millennium 
conference prtx'cedings. Retrieved JaniLiry 22, 2008, http;//wwvv 
.h»d«ser.otg/Publications/pdf/brd/ I2Buncc.pdf 
Calem. P.. Gillen. K.. & Wachtcr. S. (2004). 'ITic neighborhood 
disuibulion of subprime mortgage lenditig. Journal of Heal listate 
finame and Economies. J?9(4). 393-410. 

Canner, G., St. Bhtuta. N. (2008. November 21). Staff .analysis of the 
relationship between the CRA and the subprime crisis. Memo to Sandra 
Braunstcin, Director, Gonsuntcr and Community Affairs Division. 
Federal Reserve Board of Governors. Retrieved January 1 1, 2009. from 
lmp://w\v\v.federalrescrvc.gov/ncwsevents/specch/2008 1203_analysis.pdf 
Ding, L, Quercia. R., Li, W, & RacclifTe, J. (2008). H/sky borrowers or 
risky mortgages: Disaggregating effects using propensity score models. Univer- 
sity of North Carolina .it Chapel Hill Working Paper, Retrieved March 
18. 2009, from tmp://wwvv.ccc,unc.edn./:ibsrracts/091.308_Risky,php 
Downs. A. (2007. April). A Niagara of capital into real estate markeu. 
Speech to the Berkeley Real Estate Advisoiy Council, Pebble Beach, 

CA- Retrieved June 10, 2008, from hcrp;//www.anthonydowns,com/ 
niagaracapital.html 

Dugan, J. (2008). New comprehensive OCC [Office of the Comptroller of 
the Currencyl report on mongage performance (Remarks before the 
American Securitization Forum. June 1 1 , 2008). Retrieved January 2, 
2009, from http://wwvv.occ.treas,gov/ftp/reicast'/2008-65a,pdf 
Eggert, K. (2007, April 17). Testimony before the Senate Banking, 
Housing, and Urban Afftirs Committee's Subcommittee on Securities, 
Insurance, and Investments at a hearing regarding subprime mortgage 
snarket turmoib Examining the role of securitization. Retrieved May 12, 
2008. from http;//banking.senace.gov/pubiic/_fiios/eggcri.pdf 
ElBoghdady. D. (2008. December 17). HUD chief Ciills aid on mortgages 
a failure. Waslsington Tost. Rerrieveil January 16, 2009, from http:// 
www.waslungtonposc.com/wp-dyn/conrent/article/2n08/12/16/ 
AR2O08I2I6O3l77.htmi 

ESRI. (2007). ESRl® demographic update methodology: 200712012. 
Retrieved November 2, 2008. from http://www,csri.com/iibrary/ 
whitq}apefs/pdfr/tlemogiaphic-update-metliov{ology-2()07.pilf 
Essene, R., &■ Apgar, \X^. (2007). Understanding mortgage tnarket behavior: 
Crearinggood mortgage options fi/r all Americans (Harvard University, 
joint Center tor Hotesing Studies Paper). Retrieved June 22, 2008, from 
hrtp;//\vww.jchs.harvard.edu/pubiicarion.s/finance/mm07'l_mortgage 
_markct_bchavior.pdl 

Fishbein, A,, & W'lHKlall, P. (2006, May). Exotic or toxic? An exami- 
nation of tlse non-traditional tmrtgage market for consumers and lenders. 



101 


422 Journal of the American Planning Association. Autumn 2009, Vcd. 75, No. 4 


Consumer Federacion of America. Retrieved January 2. 2009, from 

http://\\nvsv.consunierfed-org/|>dfs/Exotic_Toxic_Mort^gc 

_Report0506.pdf 

Fitch Ratings. {2009, May 26). US RMBS servicers’ loss mitigation and 
modifienthn efforts. New York: Alacra. Inc. 

Florida, R. (2009, March) . How the crash will reshape America. Atlantic 
Monthly. Retrieved March 12, 2009, from http://www.theailantic.com/ 
doc/200903/niehdown-geogcaphy 

Green, R., &C Wachrer, S. (2007). The housing finance revolution. 
Prepared for the 3 1 st Economic Policy Symposium of the Federal 
Reserve Bank of Kan.sa.s City, on August 3 1 , 2007 in Jackson Hole, W^', 
titled “Housing, Housing Finance and Monetary Policy." Retrieved 
April 2, 2008. from http://wvvw.kansa.scicyfed.org/publicaT/sympos/ 
2007/PDF/2007.08.21. WachtcrandGreen.pdf 

Hope Now Alliartce. (2007). Hope Now Alliance created to help distressed 
homeowners. Retrieved January 2. 2009, from http.V/w'ww.fsround.o^ 
media/pdfs/A!!iance Release, pdf 

Husock, H. (2008). The financial crisis anti the CRA. City Journal 
Retrieved November 12, 2008, from http://www.city-journal.org/2008/ 
eonIU30hh-html 

Immergluck, D. (2004). Credit to the community: Fair tending and 
community reinvestment policy in the United States. Armonk: M. E. Sharpe. 
Immergluck, D. (2008, Ueci-mlw). The accumulation of foreclosed 
properties: Trajectories of metropolitan REO inventories during the 2007- 
2008 mortgage crisis (Federal Reserve Bank of Atlanta Commtinit)’ 

Affairs Discussion Paper 02-08). Retrieved March 18, 2009. from 
hctp://www.frbarlaiua.o^/frle!cgacydocs/dp_0208.pdf 
Immergluck, D. (2009). Foreclosed. High-risk lending, deregulation and 
the undermining of America 's mortgage market. Ithaca: Cornell University 
Press. 

Isadore, C. (2008, July 15). Paulson in hot seat over Fannie, Freddie. 
Money Magazine. Retrieved januaiy 1 2, 2009, from htip;//nioney.cnn 
.com/20()8/07/l 5/ncws/ecnnnmy/Freddie_Fanntc_Scnatc/index.htm 
Jaathides, M. (2005). Industry change through venical dhintegration: 
How and why markets emerged in mortgage banking. Academy of 
Management Journal, ■^5(3). 465-498. 

Ladcrman, E.. & Reid, C. (2008. November). Lending in low- and 
moderate-income neighborljoods in Calijornia: The performance of CRA 
lendingduring thesubprime meltdown. (Working paper 2008-()5)- .5un 
Francisco: Federal Reserve Bank of San Francisco. 

Lehnert, A., & Grover, M. (2008, May). New data analysis helps 
identify future foreclosure trouble spots. Community Dividend. Feileral 
Reserve Bank of Minneapolis. Retrieved March 19. 2009, from http:// 
\vw\v.miiuieapoli.sfcd.<>rg/pubiicafion_papcfs_pub_display.cfm?id*2453 
Leinberger, C. (2008, March). The next .slum? Atlantic Monthly. 
Retrieved March 12, 2009, from http;//svw%v, theatlantic.com/dtw/ 
2(K)8()3/subprinie 

Lender Proces.sitig Services. (2009). 1.P.S Applied Analytics. Retrieveti 
June 15, 2009, from hcrp://www.lpsvcs.com/RiskMgmt/Dar3Sol/Pages/ 
default.aspx 

Levitin, A., & Goodman, j. (2008, February 0). The effect of bankruptcy 
strip-down on mortgage niarkeu {Research Paper No. 1087816). 
Washington, DC; Georgetown University Law Center. 

Lovinger, D., & Sheldon, A. (2009. March 1 1). Changes and updates to 
NSP in the American Recoi'ety and Reinvestment Act. Retrieved March 
22, 2009, from http://www.practitioncriesoufcc.s.org/cachc/dc>cumcnts/ 
67 1/67 1, 31. pdf 

Mallach, A. (2007, March). Landlords al the margins: Exploring the 
dynamics of the one to fiiur unit rental housing industry (Harvard University 
Joint Center for Hoasing Studies RRO?-] 5). Retrieved March 22. 2009. 


from http://www.jchs.harvard.edu/publications/rental/revisiting_renra! 
_symposium/papers/rf<)7-l 5_mallach.pd( 

Mallach. A. (2009). Stabilizing communities: A federal response to the 
secondary impacts of she foreclosure crisis. Washington, DC: Brooking.s, 
Mason, J., & Rosen, J. (2007). Where did the risk go? How misapplied 
bond ratings cause mortgage backed securities and collateralized debt 
obligation market di-sruptions. Retrieved May l4, 2008. from http:// 
ssm.com/abstract=] 027475 

McO>y, P., & Renuarr, F„ (2008). The legal infrastructure ofsuhprinie 
and nontraditional home mortgages {\4AtviTA Univcr.sicy Joint Center for 
Housing Srudies UCC08-5). Cambridge, M A: Han-ard University Joint 
Center for Housing Studies. 

Mortgage Bankers Association. (2008, January 15}- MBA’s “Stop the 

cram down resource center” puts a price tag on bankruptc)’ reform [News 

release]. Retrieved April 20, 2008, from http://wwsv.mortgagebankers 

.org/NcwsandMc«.iia/PrcssCcnter/59343.hrm 

Mortage Bankers A.ssociation. (2009) National Delinquency Survey. 

Retrievetl February 2, 2009, from hrfp://www.mbaa.org/ 

ReseatchandForecasts/ProductsandSiirvcys/NationalDclinquencySurvey 

-htm 

National Association of Home Builders. (2009, January 23). Inability’ 

to sell cxi.sting homes and employment and economy concerns keeping 

buyers out of market [Nv-ws release] . Retrieved April 22. 2009, from 

lucp;//www.nahb.org/ncw.s_decails.aspx?newslD=8527 

Nocera, J. (2008, October 2). As crisis spread, alarm led to action. Nctv 

York Times. Retrieved October 2. 2008, froin bttp://www.nyrlmes.com 

/2008/10/02/bu$iness/02cris!s.hrm 

Nocera. j. (2009, January 1 7). In search of one bold stroke to save the 
banks. New York Times. Retrieved January 17, 2009, from hnp;//w\v\v 
.nytimes.com/2009/01/17/businesj;/17noccra,html.*rcf«u.s 
Obama, B. (’O/B), May 20). Memorandum for the heads of executive depart- 
ments and agencies. Subject: Preemption. (The Wliite Hou.se, Office of cite 
Prcs,s Secretary.) Retrieved June 17, 2009, from http;//www,whitehousc 
.gov/thc_prcs.s_officc/Prcsidcntial-Mcmorandiim-Rcgarding-Pi'tH:mption/ 
Ong, P. & Pfeifi’er. D. (2008, October 26). Spatial variaewn fitreclosstres 
in Los Angeles. Unpublished manuscript. 

Robb, G. (2008, Septem!>cr 23). Paulson says Congress should be glad 
it gave him b.T70oka. Wall Street Journal Marketwetch. Retrieved January 
12. 2009, from hrtp;//www,markcrwatch.com/news/.story/ 
paulsoi)-sa)'s-congress-should-giad/.story,aspx?guid=%7BB22991 AB- 
4425-4CD8-By.3B-736l>E56UiF58%7Da:prini=irueli:disi« 
piintMidScction 

Rosengren. E. (2008, May 30). Current challenges in housing and home 
loans: Complicating fitetors and the implications for policymakers. Speech 
at the New England F.conomic Partnership’s Spring Economic Outlook 
Conference on Credit, Moii.sing and the Con-tequences for New England. 
Retrieved June 20. 2008, from w\vw.bos,rfb.org/new.s/specchc.s/ 
rasengren/2008/05.3008.hcm 

Said, C. & Zito. K. (2007, December 7). Btish's plan fr)r an interest rare 
freeze gets an icy' re-sponse. San Francisco Chronicle. Retrieved Augu.st 
23, 2008. fixim http://www.sfgatc.com/cgi-bin/artic!e.cgi?f=/c/a/2007/ 
12/07/MNQCrPRVP.DrL 

Schilling,]. (2(W9), 'Ihe mungage foreclosure and financial market 
criKs; Implications for smart growtii and community development. 
Smart Growth Online. Rerrteved March 23. 2009, from http;//icma.oi^ 
sgn/newsdctail.cfm?nfid=4251&id=%7BURL_ID%7D 
Schloemer, E., I j, WC Ernst, K., & Kcest, K. (2006). Losing ground: 
Fmtdosures in the suhprinse market and their cost to homeoivners. Retrieved 
January 12. 2009. from http://\v’\vw.rt’sponsil)!elending-org/pdfs/ 
FC-paper-1 2-1 9-ncw-covci - 1 .ptif 



102 


immcrgiuck: The Forcciosurc Crisis. Foreclosed Properties, and Federal Policy 


423 


Schuetz, J,, Been, V., & Ellen, I. (2008). Neighborhood efficts of concen- 
trated mortgage foreclosures (NYU l.aw and Economics Research Paper 
No. 08-41). Retrieved June 17, 2009, fioin hrtp://ssni.com/aKstTact= 
1270121 

Squires, G. (2003). Organizing access to capital: Advocacy and d)e 
demucratizasion of financial institutions. Philadelphia: Temple University 
Pres.s. 

Stecklow, S. (2009, January 17). A glimpse at Resme's “buck” race. 
Wall Street Journal. Rerries-ed January 18, 2009, from http://oiiliiie.w| 
-com/articIc/SBl 2321 553467729241 9.hrml 

Sfigiitz, j. (2008. October 21). Congres.siona! testimony before House 
Financial Service-s Committee. Retrieved January 10, 2009, from hnp;// 
\\'\v\v,house.gov7apps/iist/hcarmg/financialsvcs_dem/stiglitzl02108.pdf 
Summers, L. (2009, Januaiy 15). letter of l.arry Summers. Director- 
designate National Economic Council to Senate and House leadership. 
Retrieved January 18, 2009, from http;//Fmancial-scrviccs.housc.gov/ 
summersO 1 1 509.pdf 

Timiraos, N. (2009, March 18). Fannie Mae tightens its amdiiions for 
backing condo mortgages: Builders and buyers .squeezed by shift. Wall 
Street Journal p. C8. 

U.S. Census Btireau, (2008a). 2000 Censu.< of Population and Housing. 
Retrieved November 12. 2008, from http;//vvw\v.census.gov/mairj/ 
wvvw/ccn20()0.htm 

U.S. Census Bureau. {2008b). 2006 American Community Survey. 
Retrieved November 12. 2008, from iutp;//svww.census.gov/acs/www/ 
Products/ iisers_guide/2006/inde.\,htm 

U.S. Census Bureau. (2009.1). U.S. Census Housing Vacancy Survey. 
Retrieved March 19, 2009, from hitp;//swAv.ccnsu.s.gov/hhcs/ww\v/ 
housing/hvs/hiscoric/fiies/histtabl4,xls 

U.S. Census Bureau. (2009b). New privately oiuned housing units started 
in the United States by purpose and design. Retrieved March 1 9. 2009, 
from lurp://vAvw.census,gov/cc)nst/vw\v/quarterly_stam_complctu)ns.pdf 


U.S. Department of Housing and Urban Development. {2009). 
Summary of information fiom 300 NSP Round I Action Plans. (February 
26, 2009, prcscntation.Washingtnn, DC), 

U. S. Department of Treasury & U.S. Department of Housing and 
Urban Development. (2000). Curbing predatory home mortgage lending. 

Washinpon, DC: Author. 

U.S. House of Representatives. (2009). H,R.l. American Recovery and 
Reinvestment Aa of 2009, Title XO, Community Developinenc Fund. 
Retrieved March 17. 2009, from http://thoma.s.lnc.gn\7cgi-bin/q!ier)'/ 
z?cHl:H.R.l.cnr: 

U.S. Senate Banking Committee. (2008). Summarf of the Housing 

and Ecommk Recovery Act of 2008. Retrieved January 16. 2009, from 

ltttp://banking.senate.gov/pubIic/_files/ 

HousingandEconomicRecoveryActSummary.pdf 

Wallison, P. (2008). Government policies and rhe financial crisis. 

Retrieved januarv 20. 2009, from http://www.aei.org/publications/ 

filter.all,pub[D.29()15/pub_detaii.asp 

Warren, E. (2007. Summer). Unsafe at any rate. Democracy Journal. 
Retrieved March 22. 2009, from http://www.dcmocracyjournal.org/ 
artidc.phprID=6528 

Weiss, N„ Getter. D.. Jickling. M., Keightle)-, M., & Murphy, E. 

(2008. August 19). Housing and Economic Recovery Act (Con- 

gressional Research Service (.)rder Code IiL34623). Retrieved januaiy 2, 
2009, from http;//as$ef$.opencrs.com/rptJ:/Rl.34623_2008081 9.pdf 
White, A. (2008, December 18). Deleivraging American homeownert. 
December 18, 2008 update to August 2008 repost. Retrieved January 18, 
2009, from htrp://w\vw.hasring!igroup.com/Whitctipdate.pdf 
Wyly, E., Moos. M.. Foxcroft, H., &r Kabahizl, E, (2007), Subprime 
mortgage segmentation in the American urban system. Tifdschrifi: voor 
Economischecn Sociale Geografie jjournal of Economic and Social 
Geography], 99(1), 1-21. 



103 


STATEMENT OF FRANK ALEXANDER 

Mr. Alexander. Thank you very much, Mr. Chairman. I am de- 
lighted to he here today, Congressman Scott, Congressman West- 
moreland, we appreciate very much your taking the time out of 
your schedule to be a part of this hearing, to hold the hearings 
here in Atlanta. 

As Ambassador Young said, it is my conviction that part of what 
got us here is that for the past 30 years, we have lived in a deregu- 
lated, an unregulated, market. We simply have forgotten the les- 
sons that our parents taught us from years ago. When most of us 
were growing up, we were always told do not bet the house, do not 
mortgage the future. Well, we have done both. 

It is my hope that the hearings of the committee will yield the 
lessons to be learned as we move forward. And I offer to you this 
morning a series of lessons for us to learn, many of which my 
brothers and sisters on this panel have already touched on, so I 
will touch on very quickly. I expand on them in my written testi- 
mony. 

I divide the lessons into three different categories. The first are 
the lessons to be learned in responding to the immediate crisis. The 
second is the lessons to be learned in protecting our neighborhoods. 
And the third, the lessons to be learned to prevent this from reoc- 
curring in the future. 

First, in responding to the immediate foreclosure crisis, the first 
lesson to learn is that mortgage modification simply will not occur 
when the debt exceeds the value of the property. We debated this, 
you all debated this at the time of the TARP bill. It was debated 
again by the current administration at the time of the stimulus 
bill. The loan modifications will not occur when debt exceeds value. 

What needs to be done, quite simply, is to change the bankruptcy 
code to give a bankruptcy judge the power to reduce debt to value. 
You can do this on commercial mortgages, you can do this on cars 
and boats, but not homes. This preferential or differential treat- 
ment for homes is what caused part of the crisis, it is not a solution 
to it. 

My second lesson to be learned from the current mortgage crisis 
is we do not know what is being foreclosed upon today. The data 
is not there. Our banks and mortgage companies cannot tell us 
much about the property they are foreclosing upon. We know the 
kind of mortgages that were originated, but we do not know of the 
10,000 condos in Miami or the 12,000 properties being foreclosed 
on tomorrow, how many are occupied. We do not know how many 
of them are occupied by owners or by tenants. We do not know how 
many are unoccupied. 

Third lesson, we often do not know who is foreclosing. With the 
advent of the mortgage electronic registration system a decade ago, 
we created what we thought was an efficient system, which has 
rendered havoc. We no longer today know who holds the promis- 
sory note or the deed to secure debt that is foreclosing on us tomor- 
row. 

Fourth and final point about the current crisis is simply the im- 
portance of notice to occupants. In the Protecting Tenants at Fore- 
closure Act that you all passed last May, you provided that tenants’ 
leases can continue post-foreclosure, but you did not provide that 
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tenants are told that the property is coming up for foreclosure, and 
most States do not. Very simple point, tell the tenants they are fac- 
ing foreclosure. 

With respect to the impact of the foreclosure crisis on our neigh- 
bors and our communities, I have some additional lessons. 

The neighborhood stabilization program is hugely important, but 
the economic climate in which you all passed it last June a year 
ago and amended it in May — in last February — for $6 billion, is no 
longer the economic crisis today. You need to give Secretary Dono- 
van discretion to adjust that program to fit the needs, whether a 
Fulton County, or a DeKalb County or a Cuyahoga County. 

Next point about the foreclosure crisis on others is we need to 
make sure that HUD’s inventory complies with local laws. Right 
now, the Secretary has discretion. Secretary Donovan, to make sure 
his properties comply with local laws. But Congress has not re- 
quired it. It needs to be done by the Secretary or Congress. There 
is no excuse for the HUD inventory to be substandard. 

We need to know who owns the foreclosed properties is my third 
lesson. The simple proposition here is to require the recording of 
every single foreclosure deed within 30 days. In a declining market, 
lenders have incentives not to record their deeds and we do not 
know who owns the properties that are killing our neighborhoods 
post-foreclosure. 

In this connection, we need to learn that in time for local govern- 
ments to consider enacting vacant property registration statutes. 
Several jurisdictions are doing this. Not a Federal matter, but a 
State matter. To require that property which remains vacant for 
30, 60, 90 days, that the owners of that property notify the govern- 
ment officials of who has responsibility for the property. 

My final point for the mitigating the impact on others is property 
taxes, Mr. Manning’s area. We now know that property tax escrows 
were dropped in recent years. It is time to make the monthly es- 
crow of property taxes mandatory. It is time to make lenders who 
foreclose notify the tax assessor, because those lenders are continu- 
ing to ride illegally homestead exemptions post-foreclosure. 

Other points about lessons to be learned, including prohibiting 
inherently dangerous products. As Mr. Brennan and Senator Fort 
have indicated, many mortgages are simply inherently dangerous 
and need to be prohibited. The Federal Government needs to set 
a minimum floor, not a maximum, but a minimum floor and then 
allow States to regulate above that. 

We need to reinvigorate mortgage insurance. Whatever happened 
to private mortgage insurance, and I suggest that should be the 
credit rating agency. 

And then finally, we need to standardize once again the conform- 
ing mortgage and explore at the State-level anti-deficiency legisla- 
tion. 

Thank you very much. Congressman. 

[Applause.] 

[The prepared statement of Mr. Alexander follows:] 
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Lessons to Learn from the Current Mortgage Crisis 

Chairman Kucinich, Representative Westmoreland, Members of the 
Subcommittee, it is my pleasure and honor to be invited to meet with you today to 
discuss the continuing crisis in residential foreclosures and the emerging commercial real 
estate crisis. 

Over the past 1 8 months Congress has taken dramatic steps to respond to the most 
significant crisis in mortgage finance in our lifetimes. In the summer of 2008 it passed 
the Housing and Economic Recovery Act of 2008;' last February it passed the American 
Recovery and Reinvestment Act of 2009;^ and last May it enacted the Helping Families 
Save Their Homes Act of 2009.^ Each of these Acts has addressed in significant ways 
different parts of the current crisis, and many of the statutory provisions and new 
programs have already had and will continue to have strong positive impact on reducing 
the hannful effects of this current crisis. As a citizen, a taxpayer, a homeowner, 1 thank 
you for what Congress has done thus far. 

Creating tactics and programs to respond to an immediate crisis is vital, but it is 
not the same as designing strategies and policies based upon an accurate understanding of 
what caused the crisis, and how the crisis can be prevented in the future. One of the most 

Professor of Law, Emory University School of Law. Director, Project on Affordable Housing and 
Community Development. Frank.Alexander@Emory.edu; 404.727.6982, author, Georgia Real 
Estate Finance and Foreclosure Law 2009-2010 (S* ed. Thomson West, 2009). 

‘ Pub. L. 1 10-289. 

^ Pub. L. 111-5. 

’Pub.L. 111-22. 
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valuable components of this series of hearings by the Domestic Policy Subcommittee is 
to probe the questions of what went wrong, why did this occur, and what changes need to 
be made to prevent it from occurring in the future. It is indeed fair and wise to ask 
before the crisis fades into distant memory - what lessons can we learn for the future. 

The lessons we have to learn can be divided into three categories: (i) how to 
respond to the immediate foreclosure crisis, (ii) how to mitigate the impact of widespread 
foreclosures on our neighborhoods and local governments, and (iii) how to avoid this 
crisis from reoccurring in the future. These lessons require in part, but only in part, 
additional actions to be taken by Congress. In many instances the lessons to learn are 
best left to the individual states or to local goverranents. In some contexts actions are 
required by the federal government but in a way that preserves discretion in state or local 
governments to undertake additional actions. 


I. Responding to the Immediate Foreclosure Crisis 

1. Mortgage Amounts and Property Values . A major contributing factor to the 
current crisis is that borrowers and lenders made loans based on completely unrealistic 
assumptions about ever rising property values. It has also quickly become clear that in 
the face of rising delinquencies and foreclosures all of the programs and hopes for loan 
modifications were largely in vain. Whether found in the justifications for the original 
bailout bill one year ago,** or in the attempts by the Departments of Treasury and Housing 
& Urban Development to achieve large scale modifications of residential loans, ^ there are 
simply too many structural barriers in the nature and function of the secondary mortgage 
market to allow modifications to occur in significant volume. The presence of a second 
mortgage creates a virtually insurmountable obstacle to a voluntary modification of a first 
mortgage. The structure of most Pooling and Servicing Agreements creates major 
disincentives for more than minimal modifications of the mortgages in a loan pool. What 
lies behind all of these structural barriers and failed attempts is the refusal to 
acknowledge that the aggregate mortgage debt on a residence exceeds the fair market 
value of the property. When a property is “below water” every party with an interest in 
the property seeks to push the loss to other party and has no incentive to share in 
reallocating the losses and stabilizing the loan. When property values begin to decline it 
quickly becomes a spiral as parties push the losses to others. 

The single most important lesson to learn is that loan modifications simply will 
not occur when the debt exceeds the value of the property. Single and multiple 
mortgagees must be given a reason to modify loan at current values, and the simplest and 
easiest method to accomplish this is by amending the Bankruptcy Code to grant authority 


^ Emergency Economic Stabilization Act of 2008, Pub. L. No. 1 10-343. 

* See, e.g., the Home Affordable Modification Program, http://www.makinghomeaffordablc.gov/ 
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to bankruptcy courts to reduce the level of mortgage debt to the value of the property.* 
At the present time bankruptcy courts can modify reduce the value of loans on 
commercial property, on cars, on boats, but not on residential properties. This 
differential treatment does not protect homeowners or increase home loans; instead it 
creates precisely the crisis we face today - of massive residential mortgage foreclosures 
and futile attempts to modify the loans to acceptable levels. The lesson to learn is that the 
residential mortgage carve-out in bankruptcy law contributes to the crisis rather than 
solves the problem. 

2. Lack of Accurate Data . One of the most surprising lessons to learn from the 
current mortgage crisis is that we simply know very little about the mortgages with high 
rates of delinquency, default, and foreclosure. Virtually all of the data is based on the 
characteristics of the mortgage at the time there were created, not as they exist at the time 
the mortgage goes into default or foreclosure. For example, there is simply no data 
available anywhere on the percentage of mortgages in foreclosure that are owner- 
occupied, are tenant occupied, or are entirely unoccupied s of default and foreclosure. 
We really don’t know - of the tens of thousands of condominiums in Miami or the ten 
thousand properties scheduled for foreclosure tomorrow Atlanta, how many are today 
providing shelter to owners and tenants or are vacant investment properties. Due to the 
variations in foreclosure procedures between the states, we also have very little accurate 
data on the number of foreclosure sales that actually occur, and whether these are 
foreclosures of senior mortgages or junior mortgages. It is quite difficult to design 
appropriate responses to a crisis when we have so little empirical knowledge about the 
foreclosures that are occurring. The lesson to lean is that Congress and federal banking 
regulators need to require submission of accurate data about occupancy and ownership of 
the mortgages in foreclosure as of the time of foreclosure. 

3- Who is Foreclosing? The dramatic growth in the secondary mortgage market, 
both through the government sponsored enterprises and private label securitizations, has 
led a striking lack of accurate information on one of the most basic points: When a 
mortgage goes into foreclosure who has legal authority to enforce the mortgage? The 
Mortgage Electronic Registration System (MERS) was created over a decade ago by 
Fannie Mae, Freddie Mac and large private banks to facilitate secondary mortgage 
market transactions. Unfortunately, however, it was created largely without regard to 
state real property laws and the requirements applicable to mortgage transfers and 
foreclosures. The presence of MERS, together with the highly Ixactured nature of the 
secondary mortgage market, result in foreclosures being initiated by entities that lack the 
legal authority to foreclosure, by parties that have no knowledge of who owns the 
promissory note or where it is, and by parties that have no accurate records of payment 
histories. In state courts throughout the country and in federal bankruptcy courts in every 


* At present a bankruptcy court lacks the authority to modify the basic terms of a residential mortgage. 1 1 
U.S.C. § 13322(b)(2). 
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judicial district, borrowers and judges can’t get simple answers to this direct question of 
who has legal authority to foreclose? This lesson points to a straightforward solution of 
requiring - as a precondition to foreclosure proceedings - that the entity seeking to 
foreclose be able to demonstrate either ownership of the promissory note and the security 
instrument in a manner consistent with state law requirements, or full authority to act on 
behalf of the owner, also in a manner consistent with state law requirements. 

4. Foreclosure Notices to Occupants . The majority of states in this country 
permit nonjudicial foreclosures which are accomplished primarily by publishing notice in 
a newspaper and selling the property at an auction. Though mortgage documents and 
state laws may require that notice be given to the debtor, actual notice of the default and 
pending foreclosure is rarely if ever given to the individuals and families who may live in 
the property as tenants. Last May Congress enacted the Protecting Tenants at 
Foreclosure Act of 2009,’ in recognition of the harsh consequences of foreclosures upon 
tenants. What this federal act failed to do, and what most state laws fail to provide, is 
that notice of a pending foreclosure be given not just to the debtor under the mortgage but 
to all persons occupying the property as well. 

The federal Protecting Tenants at Foreclosure Act is in many ways the most direct 
federal restructuring of mortgage foreclosure law in our history. It is the clearest 
example of Congress setting a national minimum standard for the protection of the rights 
of innocent parties who have no responsibility whatsoever for the financial transaction, 
yet who bear the brunt of the tragedy of foreclosure by eviction. While an important step 
to be taken, this federal act needs further clarification in the months and years to come. 
For example, clarification is needed of the form of notice to be given to tenants, the 
timing of commencement of the ninety-day period for the notice, and the terms and 
conditions of the lease that survive the foreclosure sale. In a manner that is a most 
positive and constructive example of the proper relationship between federal law and 
state law, this Act only sets a minimum floor on tenant protections and expressly permits 
states to apply greater or more extensive protections in the discretion of the state.* 


II. Mitigating the Impact of the Foreclosure Crisis on Others 

5. Neighborhood Stabilization . Congress has now provided almost $6 billion 
dollars in assistance to state and local governments for the acquisition of vacant 
foreclosed properties.’ Though it may have made sense in light of the perceived 

^ Title Vn of Helping Families Save Their Homes Act of 2009, Pub. L. 111-22 (701), 123 Stat. 1632 (701). 

* Sec.702(a), Title VII, Title VII of Helping Families Save Their Homes Act of 2009, Pub. L. 111-22 (701), 
123 Stat, 1632(701). 

’ Of tills amount, $3.92 billion was allocated through the Housing and Economic Recovery Act of 2008, 
and an additional $ 1 .98 billion through the American Recovery and Reinvestment Act of 2009, Pub. L, 
No. 111-5. 
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economic conditions at the time of its passage, the increased magnitude of the mortgage 
foreclosure crisis reveals that the statutory constraints on the use of these Neighborhood 
Stabilization Program funds is far too limited. For example, restricting the use of the 
funds to foreclosed properties only, and not properties that have been abandoned without 
foreclosure, severely constrains the flexibility of some jurisdictions to use the funds most 
effectively. The lesson to learn here is that the Secretary of Housing & Urban 
Development must be granted authority and discretion to modify the program 
requirements as most appropriate to meets the needs of a local jurisdiction. 

6. Require HUD Properties to Comply with Local Laws . The inventory of 
properties owned by HUD has grown significantly as a result of the mortgage foreclosure 
crisis. As local governments seek to reduce the harmful effects of vacant and abandoned 
properties they are increasing their efforts at enforcement of their ordinances aimed at 
properties that fail to comply with minimum nuisance abatement and housing and 
building codes. The question that remains surprisingly open today is whether HUD will 
take action to ensure that its own inventory of foreclosed properties complies with these 
local laws. Thus far Congress has only expressly declared all property taxes must be paid 
on HUD properties,'** and has delegated to the Secretary of HUD discretion on whether to 
comply with local property maintenance and property condition ordinances." In its 
present form the HUD policy handbook provides only that field offices may undertake 
property repairs,'^ but it imposes no obligation to bring the properties into compliance 
with local laws. The lesson to learn is that if HUD is to pursue its stated goal of 
supporting community development,'^ it must be part of the solution rather than part of 
the problem, and this can be accomplished either by an exercise of the Secretary’s 
delegated discretion, or by a congressional amendment to the National Housing Act. A1 
HUD properties should comply with local laws related to the conditions of the property. 

7. Ownership of Foreclosed Properties . In strong real estate markets there are 
market incentives to record foreclosure deeds promptly after a foreclosure sale. In weak 
real estate markets the reverse is true and many jurisdictions lack any statutory 
requirement for the recording of foreclosure sale deeds, or deeds in lieu of foreclosure, 


12U.S.C. § 1714. 

" 12U.S.C.§ 1710(g). 

U.S. Dep’t of Housing & Urban Dev., 4310.5, Prop. Disposition Handbook - One to Four 
Family, ch. 10, sec. 3, pt 10-11, 

http://portal.hud.gov/portal/page/portal/HUD/about/mission (Full text of the mission statement: “HUD's 
mission is to increase homeownership, support community development and increase access to 
affordable housing free from discrimination. To fulfill this mission, HUD will embrace high standards 
of ethics, management and accountability and forge new partnerships—particularly with faith-based and 
community organizations-that leverage resources and improve HUD's ability to be effective on the 
community level”)- 
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within any specific period of time. This has two negative consequences. The first is that 
there is no public record (at least in nonjudicial foreclosure states) of whether a 
foreclosure sale actually occurred, and we are now seeing increased instances of 
foreclosures that are commenced but not completed as a lender decides at the last minute 
that it is not in its interest to complete the foreclosure. The second is that when the sale 
does occur the lender that now holds the “REO” is able to avoid public scrutiny ~ and 
public liability - for the post-foreclosure conditions of the property. The lesson to leant 
is that involuntary transfers of property as a result of foreclosures must be filed in the 
local real property records immediately after the sale. 

8. Foreclosure Assessments . Foreclosures impose costs not just on owners, 
tenants, and lenders, but also on neighbors, neighborhoods, and communities. The costs 
to the public at large, and to local governments in particular, are dramatic. Local 
government expenditures for police and fire protection and code enforcement activities 
increase sharply precisely when tax revenues decline. The lesson to learn is that our 
current system significantly understates the costs of foreclosures imposed on others. The 
simplest and most direct solution is to impose a specific dollar assessment on the filing of 
each and every foreclosure sale deed, payable to the local government as revenue 
dedicated to covering the costs it incurs. 

9. Vacant Property Registration Ordinances . The significant cost of vacant and 
abandoned properties post-foreclosure is a challenge that most jurisdictions have not 
faced in our lifetimes. Neighborhoods and local governments need a mechanism which 
permits them to know immediately the owner, or at least the identity of the entity with 
management control, of the property. The lesson to leam is that in weak market 
conditions owners will neglect their responsibilities and impose the costs on the rest of 
the community. A state statute, or local ordinance, that requires notification to public 
officials of properties that remain vacant and unoccupied for more than short period of 
time will allow access to those who are responsible for the property, and opportunity to 
levy fines and assessments for hamiful conditions. 

10. Property Taxes . The untold story of the current mortgage foreclosure crisis is 
its relationship to property taxes, which are the largest single source of general revenues 
for most local governments. We are now learning that many residential mortgages were 
originated without a requirement for monthly escrows of property taxes, partially to 
qualify the borrowers at lower monthly payments, and as a result property tax 
delinquencies are rising. We are also learning that the failure to record promptly 
foreclosure deeds results in homestead exemptions remaining on properties when the 
property is no longer legally eligible for the exemption. Finally, we are realizing that 
most state property tax foreclosure laws remain grounded in 19*’’ Century traditions and 
fail to comply with 20*’’ Century constitutional requirements of due process. These 
lessons prompt the need for (i) mandatory escrows for real property taxes in all 
residential mortgages, (ii) notice to be given immediately following a foreclosure sale by 
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the foreclosing lender to local tax assessors of each completed foreclosures, and (iii) 
property tax foreclosure reform. 


in. Avoiding Reoccurrence in the Future 

11. Prohibit Inherently Dangerous Products . The backdrop of the current 
mortgage foreclosure crisis is a generation of a completely deregulated and unregulated 
market in residential mortgages. No other aspect of American life which is at the core of 
our daily lives is left so entirely to the vicissitudes of the market. It is now evident that, 
as in most every aspect of commerce, there are certain products that are inherently 
dangerous. Very few residential borrowers understand the ramifications of negative 
amortization, prepa 3 mient penalties, balloon payments, teaser rates of interest and the host 
of related exotic mortgage attributes. Very few residential borrowers can project debt 
coverage ratios or know when a mortgage is essentially asset based rather than income 
justified. The lesson to learn is that, at least as to a certain range of residential borrowers, 
only a small narrow range of standard mortgage products should be permitted. Teaser 
rates, negative amortization, prepayment penalties, and balloon payments should be 
simply and explicitly prohibited as a matter of law. 

12. A Federal Minimum Floor . The chaos that fueled the mortgage boom at the 
close of the twentieth century, and the bust of the last two years, is directly attributable to 
the absence of any regulation at either the state or the federal levels. Every attempt by 
local governments, or state governments, to impose constraints was met with swift 
federal preemption. Unlike other forms of federal displacement of state laws, federal 
preemption in real estate finance has been displacement of state laws without the 
substitution of federal laws. It has been preemption by a “null set”. In the move towards 
creating a more rationale and stable mortgage market in the future, the lesson to learn is 
that the proper role for the federal government is to enact federal minimum standards for 
residential mortgages, but allow states the discretion to establish standards above that 
floor. There should be no federal preemption of state laws above the minimum federal 
floor. 


13. Reinvigorate Morteaee Insurance . One of the most puzzling features of the 
current mortgage crisis is the silence of the mortgage insurance industry. For eighty 
years mortgage insurance - whether in the form of FHA, VA, or private mortgage 
insurance - provided the necessary assurance to capital markets of stability and risk 
allocation. The relative silence in the secondary mortgage market liquidity crisis of the 
past year suggests perhaps that the industry as a whole elected to cease requiring 
mortgage insurance on individual mortgages, preferring instead to rely upon hopes that 
credit default swaps and implicit federal guarantees would cover the risk. The lesson to 
leant is what happened to the historical requirement of mortgage insurance on residential 
loans. 
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If mortgage insurance (presumptively private mortgage insurance) were required 
on all residential mortgages in which the aggregate debt to value ratio exceeds eighty 
percent (80%), and was made applicable to all of the mortgages (first and second) that 
comprised the aggregate debt, there would be a return to stability in risk allocation. 
There would also emerge a new role for the mortgage insurance industry in becoming the 
primary voice for rating of mortgage backed securities. No industry would know or 
understand delinquencies, default, and foreclosures better than the industry that calculates 
premiums and covers losses. The lesson to learn is that relying on credit rating industries 
that have no stake in the outcome is hardly preferable to industries that are required to 
cover the losses when they occur. 

14. The Federal “Conforming” Mortgage . For sixty years the standard form 
“conforming” mortgage instruments of Fannie Mae and Freddie Mac provided the base 
line for residential mortgages and facilitated the emergence of both the public and private 
secondary mortgage markets. The current mortgage crisis reveals that departure from the 
relatively safe harbors of the conforming loan documents places at risk not just Fannie 
Mae and Freddie Mac, but the entire mortgage industry. Regardless of the ultimate 
outcome of the current conservatorship of Fannie Mae and Freddie Mac, the lesson to 
learn is the important role of conservatively drafted, tightly underwritten, standard form 
approaches to residential finance. The public agencies should not displace the private 
mortgage industry, but should instead return to purchase and securitization of a narrow 
range of conforming mortgages. An additional lesson to learn from this crisis is that even 
the conforming loan documents need further revision. The ability of homeowners and 
private lenders to repeatedly withdraw all equity from homes by home equity lines of 
credit cries out for the inclusion of a “Due-on-Encumbrance” clause in the standard form 
document which would prohibit, or at least limit, the withdrawal of home equity at ATM 
machines. 

15. Anti-Deficiency Legislation . Markets behave irrationally when parties can 
impose costs on others or ignore the future consequences of present behaviors. A 
mortgage loan should be based on the income of the borrower and the value of the 
security. In most jurisdictions, however, it is also based on a belief that in the event of a 
default the lender can sue the borrower personally if the value of the property is not 
sufficient to cover the debt. One of the lessons learned from the Great Depression is that 
by enacting “anti-deficiency” legislation, lenders realized that their only recourse would 
be to foreclose on the property. This, in turn, placed far greater emphasis on a lender’s 
accurate estimation of the value of the property, and its determination of a reasonable 
loan to value ratio. The lesson to learn from the current “Great Recession” is that we 
completely lost sight of the importance of accurate appraisals of home values. If more 
states adopted the approach, currently found in some states, of prohibiting deficiency 
actions in residential mortgage transactions, rational calculations of home value would 
return to the market place in mortgage originations. If anti-deficiency legislation widely 
existed today at the state level we would see a much higher percentage of loan 
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modifications occurring for troubled loans, as net present value calculations under 
Pooling and Servicing Agreement would be capped at real property valuations. 


Conclusion 


Every crisis presents both a need for an immediate response, but also the 
opportunity to learn. If we do not see in each and every crisis the opportunity to realize 
our mistakes and to prepare for the future, then we will have failed in our response. Over 
the past twenty years we failed to remember the lessons of our parents that we should not 
“bet the house”, or “mortgage our future”. We have now done both. Let us respond to 
the immediacy of this current crisis, but in a way in which we can identify and claim the 
lessons to learn from it both for ourselves and our future generations. 


I deeply appreciate the work of this Domestic Policy Subcommittee, the time you 
are taking to conduct these hearings across the country, and the actions you have taken 
and will be taking on behalf of the entire county. I thank you also for the privilege and 
honor of appearing before this Subcommittee to share these thoughts. 


Frank S. Alexander 

Professor of Law 

Emory University School of Law 

Frank.Alexander@Emory.edu 

404.727.6982 
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Mr. KuciNICH. Thank you, gentlemen. 

We are going to go to questions of the witnesses. I am going to 
begin with my 5 minutes. 

I am going to ask Mr. Brennan, Professor Alexander, Professor 
Immergluck and Senator Fort — we will start with Senator Fort. I 
am going to pose this question and I would like each of you to just 
give a try at giving me a brief answer. 

I have heard variously from the witnesses that there is a fun- 
damental breakdown in responsibility by lenders and investors; 
one, investors who choose to allow loan modifications in the num- 
bers and agree are needed; two banks made loans and sold them 
so they did not take responsibility for the quality of the loans; 
three and once in foreclosure, the investors and lenders do not take 
responsibility for property once the borrowers are evicted. 

Now all of the costs of this failure to take responsibility is being 
borne by the taxpayers in the form of the TARP bailout, increased 
cost on local communities in the form of vacant and abandoned 
houses, crime and so on. 

So I want to ask each of you, what is the solution to this problem 
in your judgment? Mr. Fort. 

Mr. Fort. As I said, this is an issue that strikes at the very core 
of straightening this mess out. There is some legislation in place 
here in the Georgia General Assembly on these issues and I have 
advocated in that legislation that there be assignee liability main- 
tained. Without that, you know, what we have is a situation where 
people originate the loan, who make the loan, sell it off and they 
say it is not my problem, I did not do it, I just sold it, it is someone 
else’s problem. And ultimately it becomes a lot of people’s problem, 
including taxpayers. 

So I would urge, as I reiterate, that issue of assignee liability, 
make it concrete. 

Mr. Kucinich. Thank you very much. 

Mr. Brennan. 

Mr. Brennan. Of course, I agree with Senator Fort completely. 
These abusive lending practices need to be made illegal and regu- 
lated, especially the practice of lending without regard to the bor- 
rower’s ability to pay, which has just been devastating on all fronts 
of that securitization structure. So we need laws and regulations 
on the national level to prohibit these abuses and assign assignee 
liability to the ultimate holder of the mortgage and even the inves- 
tors. 

But on another front, quickly, to answer your question, day in 
and day out what we do for our clients is not what is being done 
by the Federal programs that have come along to help them. Every 
client we have has to have this result to stay in their home — lower 
the interest, lower the principal balance on the loan, make the pay- 
ments affordable and fixed for people who can afford to make mort- 
gage payments. And that is not what they are getting from the pro- 
grams that are in effect now. 

Mr. Kucinich. I thank the gentleman. 

Let us try Professor Immergluck. 

Mr. Immergluck. I think short term/long term. Short term, 
there really has to be — to slow foreclosures, there has to be a much 
more aggressive Federal response still, and servicers need to be 
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told that they have to modify loans if they are going to — and if not, 
penalties on TARP funds have to be applied somehow. I think there 
just has to be a hammer put down. 

Long term, we need much sounder, non-bubble inducing mort- 
gage markets and the CFPA, Federal regulation that provides a 
floor and then covers every single mortgage lender in the country 
is the way to do that. 

Mr. Kucinich. Thank you very much. 

Mr. Alexander. 

Mr. Alexander. If you want to achieve large-scale modifications, 
you are going to need to have a bankruptcy cram down provision 
authorized. There will be no large scale residential modifications in 
the face of second mortgages and under the current PSA, pooling 
and servicing agreement structure, in the absence of a backdrop of 
a bankruptcy cram down. 

With respect to the impact on — the devastating impact on neigh- 
borhoods, I think if you give Secretary Donovan the discretion to 
adjust the NSP allocation formula and use, you will achieve a 
much greater stabilization in the neighborhoods. 

Mr. Kucinich. Thank you very much. 

I have a question of Ms. McCoy. From the example that you give 
in your written testimony, it seems there is no incentive for a lend- 
er to address a borrower who may need some kind of loan workout, 
but who is not yet delinquent on their loan. Is there any way for 
a borrower who is experiencing difficulty, but is not yet delinquent, 
to get help from their lender, in your estimation? 

Ms. McCoy. What we are finding is that it is more challenging. 
Usually the lenders, it seems as if they are dealing with the cases 
that are maybe headed to foreclosure, those are the ones they seem 
to be dealing with. But if a client comes in and they are paying the 
mortgage on time, however, they have exhausted their savings and, 
you know, they lost their job 3 months ago, but they have been liv- 
ing on savings or whatever the resources that they had, they are 
not getting adequate responses. And sometimes even being told 
that there is nothing they can do, but yet from the perspective that 
we understand, yes, there is something you can do. So again, we 
are getting different information from that front end line of people 
we are dealing with at the servicer versus what we know around 
Making Home Affordable. 

Mr. Kucinich. Thank you very much. In the half minute I have, 
I want to go back to Senator Fort. You raised the question in your 
testimony of possible civil rights action. In our own community in 
Cleveland, we saw where there is just no question that there was 
predatory lending going on in the African-American community at 
a rate that was extraordinary and there are vast areas that are 
now empty as a result. 

Do you know of any activity that is going on right now with re- 
spect to litigation? 

Mr. Fort. Well, I know that — here in Atlanta? 

Mr. Kucinich. Right. 

Mr. Fort. No, no. The City Council here in Atlanta passed a res- 
olution for the City to consult with attorneys to possibly do a suit, 
but no, it has not been done. 

Mr. Kucinich. Thank you very much, Mr. Fort. 
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The Chair recognizes the gentleman from Georgia. Mr. West- 
moreland, you may proceed. 

Mr. Westmoreland. Thank you, Mr. Chairman. I am just going 
to make some comments, do not really have any questions, but I 
would like to comment on a couple of things that the witnesses tes- 
tified to. 

Senator Fort and Mr. Manning both talked about the values de- 
creasing. This is — and I agree with Mr. Brennan, I hate the word 
toxic asset because these were not really toxic assets, but they be- 
came toxic assets when this TARP money went out to some of the 
larger banks. And it goes back to Ms. McCoy’s statement of getting 
the run-around. They have no — had they not had these funds to 
balance their books, I think they would have been more willing to 
work with these people to try to work out their loans. Getting 
something in return, some type of payment on this loan is better 
than going to foreclosure, because that snowballs the effect of these 
values going down. And it is just complete madness that we keep 
doing this. 

We were told when the TARP bill came out — and this is the rea- 
son myself and Dennis and others really questioned this. Congress- 
man Kucinich really questioned this, because we thought well, 
what kind of incentive does that give the banks to work with peo- 
ple. You give them $700 billion, what incentive does that give the 
guy that has a $1,400 a month house payment that his value is 
gone. We were promised by Secretary Paulson that there would be 
a floor put on these assets. That was not done. Immediately the 
next day, the direction of this money was changed. And from that 
we have had people suffer greatly with the loss of value. And I 
agree with you, it is not just wealth, it is a lot of different things 
that you suffer when you go through that through no fault of your 
own, but because your neighbor or somebody else made a fraudu- 
lent decision, like Mr. Brewer talked about, or a mortgage company 
did something. 

And let me add to it, what Mr. Brewer spoke about has killed 
the appraisals in this area. There was a front page article in the 
AJC this morning talking about the very fact of the appraisals kill- 
ing his ability to be able to restructure his loan. 

So all of these things are working together and I just want to 
thank again my friend. Congressman Kucinich, for having this 
hearing, because I think it is going to bring a lot of things to light 
in a market where we I think have suffered maybe more than a 
lot of other cities. And I want to thank the gentleman for that. 

Mr. Kucinich. I thank Mr. Westmoreland for the role that he 
has played in making this hearing happen. 

And now to our colleague, who has been an equal partner on 
matters relating to the security of his community. You may pro- 
ceed. 

Mr. Scott. Thank you so much, Mr. Chairman. 

Let me start with you, Mr. Alexander, because you I think have 
really nailed the nail on the head in so many ways and points out 
why we do need to pause and get some sort of moratorium on all 
of this because of all of the questions, all of the issues that you 
brought up. 
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Let us start, for example, with the neighborhood stabilization 
program. I was very instrumental in getting that piece done. Here 
is the point. The point is the cat is already out of the bag on that. 
We have already put out $153 million right here into Georgia. 
Many people do not know that, but there is $153 million that is 
available in Georgia right now. It has been split equally pretty 
much, the State has $73-74 million, divided up into local and coun- 
ties, I just announced and presented a check of $9.7 million into 
Clayton County last week. And for those that night not know, the 
neighborhood stabilization program is there to buy up this property 
that is bringing down neighborhoods that are abandoned and 
rehabbing those and reselling those. Very instrumental we thought 
in getting money turning around in the communities to stay in 
there. But you made a point that, you said you felt that was not 
effective or a suggestion, a recommendation that Mr. Donovan do 
something. 

With it out of the bag, with the money already out, what do you 
say now? 

Mr. Alexander. I think. Congressman, that the NSP program is 
still an excellent program. It can be made more productive and ef- 
fective if you give Secretary Donovan power or discretion to adjust 
the allocation — not the allocation amount, but the utilization for- 
mula. Specific example is, as you are aware, the NSP money can 
only be used to acquire foreclosed property, but not properties that 
have simply been abandoned. The NSP program requires it to be 
purchased on the average at about 95 percent of fair market value. 
Fair market value is tremendously difficult in some of our neigh- 
borhoods, in Pittsburgh or in Summerhill. 

Finally, we are discovering that we cannot use the NSP money 
because we do not know the bank inventory. Because foreclosure 
deeds are not being filed, we do not know who really owns that in- 
ventory. We are actually using the NSP money to buy property 
from third-party speculators as quickly as we can. 

Mr. Scott. What I would like for you to do is, if you do not mind, 
if you would get that to me in writing so that I can pass those on 
to the Secretary as we move forward, because that is already mov- 
ing. And I think that would be an excellent, excellent contribution 
there. 

Mr. Alexander. Yes, sir. 

Mr. Scott. Now let me go on to you, Mr. Immergluck, and a few 
others here on this issue. 

As you know, we finally, finally were successful in getting some 
of the TARP money to go toward helping folks in their foreclosures. 
And it is called the Making Home Affordable Program. Anybody 
here familiar with that, the Making Home Affordable Program? 
That is good. 

And I want to get your feedback on that. Essentially what we 
tried to do is we have $50 billion set aside out of the TARP money 
to go to help people get their loans modified and to get the prin- 
cipal and the monthly payments down to a level that would be less 
than, not more than, 31 percent of their monthly income. That is 
basically that program. Is that working? What do we need to do to 
adjust it? 
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Mr. Immergluck. Well, it is certainly better than previous at- 
tempts, but the first point I would say is Professor Alexander’s 
comment about the lack of the bankruptcy cram down, which 
should have been put through — well, when Senator Durbin intro- 
duced it in early 2008, actually an earlier version in 2007, if that 
had been available all of the efforts would have worked better be- 
cause it would have effectively dealt with the upside down mort- 
gages. 

Now what is happening, the banks are acquiring the property at 
foreclosure and then selling them for $30,000 anywhere. There is 
no rationality in that. They would have been better off with a 
bankruptcy cram down, that is clear. 

The second thing is the fact that the servicers were never de- 
signed, the system was never designed to deal with 10,000 fore- 
closure filings a month in the metropolitan area. And no matter 
how many — you give them $1,000 here and $1,000 there, you know 
$1,000 on a million foreclosure filings is a billion dollars. That is 
chump change in the scheme of TARP. So the incentives that were 
built into MHA were not nearly strong enough. There had to be a 
stick and the stick — I am afraid I am going to put it a little bit 
back on Congress because Congress did not want to do the stick. 

Mr. Scott. Right. 

Mr. Immergluck. Which was the bankruptcy cram down. 

Mr. Scott. Absolutely. 

[Applause.] 

Mr. Scott. I am glad to hear that because we wanted to get that 
in there. 

Much of what we tried to do, we did not get it sufficiently, but 
at least we have those. 

May I just ask for indulgence? I wanted to ask Ambassador 
Young a question. We do not have a banker up here just yet 

Mr. Kucinich. We have a number on the next panel. 

Mr. Scott. But I wanted to get Ambassador Young’s point be- 
cause he has been working with some banks and has some ideas. 
And I wanted to get your take on do you believe that the FDIC is 
doing an efficient job in this area? 

Mr. Kucinich. The gentleman’s time has expired, but we will 
certainly permit him to ask Ambassador to respond. 

Mr. Scott. I appreciate your indulgence because he will be gone 
after this. 

Mr. Young. I am not a banker and I am not a lobbyist for banks, 
but I do have a lot of respect for FDIC if they were given an addi- 
tional flexibility. I think when they were structured in the wake of 
the savings and loan crisis, you had a line in the sand. I think that 
the FDIC is the only institution I know about that could work with 
banks, that do not have predatory lending. Rural banks are dealing 
with farmers and small businesses and I think they know the 
banks better than anybody else that I know about and with a little 
more discretion and time, I think a lot of these things could be 
worked out in Georgia. 

I do not expect — I am an optimist. I do not expect this to be a 
10-year crisis. I think we are working our way out of this gradually 
and if we do not make it worse by closing down businesses, closing 
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down banks, closing down more houses for people who are strug- 
gling to make ends meet. 

Mr. Kucinich. I want to thank you, Ambassador; thank you, Mr. 
Scott. 

Mr. Scott. Thank you for your indulgence. 

Mr. Kucinich. We have now concluded the work of the first 
panel. It has been extraordinary, your testimony has been excel- 
lent. Let us hear it for the members of the first panel. 

[Applause.] 

Mr. Kucinich. We are going to take 5 minutes recess, and let me 
tell you it will be 5 minutes. And then we are going to start right 
away and I would ask the second panel to come forward. 

We will recess for 5 minutes and we are going to move this 
along. Thank you. 

[Recess.] 

Mr. Kucinich. Thank you very much for being here. We are 
going to resume the hearing. I am going to introduce the witnesses 
and then we will go to the witness statements. The witnesses are 
as follows: 

Ms. Saqirah Redmond is a homeowner, who will share with us 
the challenges she faced in obtaining a loan modification from her 
mortgage lender. 

Mr. Andrew Schneggenburger is the executive director of the At- 
lanta Housing Association of Neighborhood Based Developers, it is 
a coalition of Atlanta area community-based organizations advocat- 
ing for, dedicated to improving the quality of life in under-served 
neighborhoods through the support of community economic devel- 
opment and affordable housing activities. 

Mr. Joe Brannen is president and CEO of the Georgia Bankers 
Association which is the trade and professional association rep- 
resenting virtually all of Georgia’s commercial banks and thrift in- 
stitutions. 

Mr. Jeff Betsill is president of Jeff Betsill Homes, Inc. Mr. 
Betsill’s company operates with 10 full time employees and has 
built many of the homes and commercial buildings in the south 
metro area of Atlanta. 

Mr. Michael Rossetti is the president of Ravin Homes, Inc., 
which has built thousands of homes and has completed numerous 
commercial development and commercial renovation projects 
throughout Peachtree City, Fayette County and the south side of 
Atlanta. 

Finally, Mr. Jon D. Greenlee is the associate director of the Divi- 
sion of Banking Supervision and Regulation of the Board of Gov- 
ernors of the Federal Reserve. In this capacity, Mr. Greenlee is re- 
sponsible for assessing current and emerging risks in the banking 
system and oversees the Federal Reserve system’s supervision of 
credit market liquidity operational and compliance risks. 

It is the policy of the Committee on Oversight and Government 
Reform to swear in all witnesses before they testify. I would ask 
that the witnesses stand and raise your right hands. 

[Witnesses sworn.] 

Mr. Kucinich. Let the record reflect that each of the witnesses 
has answered in the affirmative. 
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As with panel one, I am going to ask that each witness give an 
oral summary of his or her testimony and keep the summary under 

5 minutes in duration. Among other reasons, because Members of 

Congress have to catch a plane to get back for votes. But other 
than that 

Bear in mind your complete written statement will be included 
in the record of this hearing. 

I am going to start with Ms. Redmond. We appreciate that you 
are here. Please proceed for 5 minutes. Go ahead, please. 

STATEMENTS OF SAQIRAH REDMOND, HOMEOWNER; ANDREW 
SCHNEGGENBURGER, EXECUTIVE DIRECTOR, ATLANTA 
HOUSING ASSOCIATION OF NEIGHBORHOOD BASED DEVEL- 
OPERS; JOE BRANNEN, PRESIDENT AND CEO, GEORGIA 
BANKERS ASSOCIATION; JEFF BETSILL, PRESIDENT, JEFF 
BETSILL HOMES, INC.; MICHAEL ROSSETTI, PRESIDENT, 
RAVIN HOMES, INC.; AND JON D. GREENLEE, ASSOCIATE DI- 
RECTOR, DIVISION OF BANKING SUPERVISION AND REGU- 
LATION, BOARD OF GOVERNORS OF THE FEDERAL RESERVE 

STATEMENT OF SAQIRAH REDMOND 

Ms. Redmond. Chairman Kucinich and members of the commit- 
tee, thank you for allowing me the opportunity to testify today. My 
name is Saqirah Redmond and I am here today to tell you about 
my struggle with a deceptive and misleading mortgage situation 
and an extremely difficult loan modification process. 

Mr. Kucinich. You could actually slow down a little bit. If it is 
not all in there, we will get it in the record, if you cannot get it 
in. 

Ms. Redmond. OK, I am sorry. 

Mr. Kucinich. No, no. 

Ms. Redmond. I have lived in Atlanta for about 18 years. I came 
here to attend Clark-Atlanta University, where I obtained my B.A. 
in accounting. I managed to go to college despite I was a ward of 
the court, and earned my Master’s degree as well. After college, I 
bought my first house at 22, with a 30-year fixed interest loan. I 
owned it for 8 years, never missing a payment. I started a good ca- 
reer here, working for Turner Broadcasting and other jobs here in 
Atlanta. I married and started a family and we determined that we 
needed a larger home. That is when my saga began. 

In 2002, my husband and I obtained a mortgage from Home 
Banc. The loan was a 3.7 interest only LIBOR loan that reset every 

6 months. After a couple of years, we also took a home equity mort- 
gage out in order to pay off some bills. In 2005, I decided to refi- 
nance my mortgage to a 30-year fixed because I was not used to 
the interest only loan going up every 6 months. In order to do that, 
I had a friend that was in the business doing loans and she worked 
with Diversified Mortgage. So I went to her and told her I needed 
a 30-year fixed mortgage and to consolidate the two loans, so I 
could make one payment. My husband and I both had great jobs 
and we had great credit at the time. Diversified indicated that 
there was no problem for me to get a 30-year fixed mortgage. 

When it came to closing, it was postponed three to four times. 
I would take off of work and make arrangements for closing that 
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would be canceled. I was getting very stressed and frustrated. 
When I finally got to the closing table, they told me my new lender 
was Saxon and I was supposed to have a 6.7 interest rate and they 
gave me a 7.3 interest rate. When I balked at the closing table, 
they told me, contact Saxon and they will change your loan for you. 
At the time, I went to Saxon and they told me there was nothing 
they could do, do not worry about it, you will be great, for 2 years. 

At the time 2 years later, I began to realize — I started to get 
phone calls from Saxon telling me my loan was going up to $2,400 
to $3,000. I said what are you talking about when I should have 
a 30-year fixed rate mortgage? She said no, you have a 2-year 
fixed. I said what is that? She said it is called 2/28. To me that 
number stuck out to me because that is my birthdate. I said I 
never knew anything about a 2/28. She also told me I made $9,000 
a month. I said we do not do that as well. Then she also indicated 
I had a 7.3 LIBOR loan. I said LIBOR loan, I do not know anything 
about a LIBOR loan because I had that before and it does not 
make sense for me to go from 3.7 to 7.3 LIBOR loan. So I went on, 
there was nothing I could do until I filed a complaint against Di- 
versified Mortgage with Georgia Department of Banking and Fi- 
nance. I filed a complaint with them, they told me there was noth- 
ing I could do then, that my paperwork was correct that they filled 
out. 

So with that said, I kept pushing. I had financial struggles, me 
and my husband at the time were having marital problems, finan- 
cial problems and the stress of the mortgage was getting to us, but 
I kept pushing. Then finally Saxon told me that I can stop my fore- 
closure — my interest from going up if I decide to not make my pay- 
ments on time. I was making my payments on time. They told me 
to stop for 2 months and I would get in the program. I did that. 
At that time, yes, it stopped, but however, that was not fixing the 
problem, that was just freezing my interest rate which I never 
thought I had an interest only. 

For awhile after the interest rate froze, unfortunately I lost my 
job as of February 2008. I called the mortgage company to see was 
there anything that they can do and they told me yes, stop paying 
your mortgage again and we will put you in the modifying pro- 
gram. So I did what they told me, I stayed on the phone — I have 
records to show I was on the phone 2 to 3 hours at the mortgage 
company trying to get this situation situated. 

During this period, my credit was destroyed because I was late 
on my mortgage and I lost my job and with that said, I lost paying 
bills. I could not even get a job in the accounting field because of 
all of information that was on my credit, telling me that I would 
be a detriment to the company thinking I would steal money be- 
cause I was behind on my mortgage payment. I was getting sick 
from stress and my marriage was failing. I kept calling Saxon, they 
kept saying they did not have the appropriate documents that I 
faxed to them, there was nothing they could do. I even certified my 
packet to them, the VP. Georgia Banking and Finance gave me the 
information. 

I contacted the non-profit counseling agency. Resources Center, 
RCC. That was when my problems got better. I heard about the 
non-profit organization, which it took me a long time to get to 
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them, mind you. This information is not out there for people. When 
I contacted them, they told me that I would work with a counselor 
and he would advocate for me and send my paperwork to followup. 
Mr. Dowdy helped and I was able to get a trial modification from 
the Making Home Affordable program in August 2009. So I went 
from 2005 to just now getting my situation straightened out. I have 
made three payments through the trial modification and working 
to negotiate a permanent modification. 

I thought by now I would be in a better employment situation 
in my field. Instead, I have been working in a day care field for 
the past year at much decreased pay. I got a job in the day care 
field due to the fact that I own a business providing summer camps 
and college tours for teenagers. I am caring for two children, I am 
divorced, and I have lost my car. But I am hopeful that eventually 
the economy will pick back up so I can get back into my career 
field. 

Thank you for the opportunity to testify and I hope the com- 
ments will in some way help protect others from having to struggle 
with similar difficulties. 

Mr. Kucinich. My Lord, I have to tell you something, this is very 
powerful testimony and our subcommittee will be in touch with you 
because we are going to go deep into those people who led you 
down this path. We will leave no stone unturned in getting into 
your documents and bringing justice. This is really very gripping 
testimony. Thank you. 

Ms. Redmond. The State of Georgia was doing that. 

Mr. Kucinich. I am glad to hear that, we will give them some 
help. 

Mr. Scott. Mr. Chairman, what was the name, Saxton or 

Mr. Kucinich. We are going to get the details and you can be 
part of that, Mr. Scott. 

The Chair recognizes Mr. Schneggenburger. 

[The prepared statement of Ms. Redmond follows:] 
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Testimony 

Ms. Saqirah Redmond 

Client of Resources for Residents and Communities of Georgia 
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Domestic Policy Subcommittee 
Oversight and Government Reform Committee 
Committee Room 450 of the Georgia State Capitol Building 
206 Washington Street Southwest 
Atlanta Georgia 
Monday, November 2, 2009 
11:30 a.m. 

“Examining the Continuing Crisis in Residential Foreclosures and the Emerging 
Commercial Real Estate Crisis: Perspectives from Atlanta.” 

Chairman Kucinich and Members of the Committee, thank you for the opportunity to testify 
today. My name is Saqirah Redmond, and 1 am here today to tell you about ray struggle with a 
deceptive and misleading mortgage situation and an extremely difficult loan modification 
process. 

I have lived in Atlanta for about 18 years. I came here originally to attend Clark Atlanta 
Univerity, where I studied to become a CPA. 1 managed to go to college, despite being a ward of 
the court, raised as an orphan, and even eventually obtained my Master’s degree. After college, I 
bought my first house at the age of 22 with a 30 year, fixed interest loan. I owned it for 8 years, 
never missing a payment. I started a good career here, working for Turner Broadcasting and 
serving as the HR manager for a travel company. 1 married and started a family, and we 
determined that we needed a larger home. That is when my saga began. 

In 2002, my husband and 1 obtained a mortgage from Home Banc. The loan was a 3.7% interest 
only LIBOR loan that reset every 6 months. After a couple of years, we also took out a home 
equity loan with a Mortgage Company in order to pay off some bills. In 2005, we decided to 
refinance to obtain a 30 year fixed interest loan, in order not to have to deal with the 
unpredictability of an interest rate reset every 6 months. At this time, our payments were around 
1,400 a month. I knew a friend in the mortgage business with Diversified Mortgage, so I went to 
her and she told me she could get us into a 30 year, fixed interest loan and consolidate the two 
mortgages. My husband and 1 both had good jobs and excellent credit. Diversified Mortgage 
indicated that it was no problem for us to get the 30 year, fixed interest loan. 

When it came time to close, the closing was postponed 3 or 4 times. I would take off work and 
make arrangements for the closing, then it would be canceled. I was getting very stressed out 
and frustrated. When we finally got to the closing table, the documents indicated that a company 
named Saxon was the lender, and what was supposed to be a 6.7% interest rate was now a 7.3% 
interest rate. When I balked at the closing table, 1 was told that this was the deal from Saxon and 
if I wanted to get the interest rate changed I would have to call them after the closing to get it 
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adjusted. At this point, having had the closing postponed several times and with my 3 year old 
running around the room, I just thought I had better go ahead and sign the papers. I was worried 
about not being able to afford the current interest rate adjustments. After the closing, I called 
Saxon regarding obtaining the originally agreed upon 6.7% rate, but they said they could not 
change the rate. 

Two years later in 2005, 1 began to get calls from the servicer saying that our payments were 
going up. I said, “What are you talking about? I have a fixed interest rate loan.” They told me 
no, reread your documents, you have a 2 year fixed rate, 28 year adjustable mortgage. At the 
time, our payment was $2,400 a month. On the phone, the servicer said to us, the adjustment 
shouldn’t be a problem for you, the records say you make $9,000 a month. I said that wasn’t true 
and shouldn’t be in the records. I also found out that it was a LIBOR loan and 7.3% was the 
interest only rate. This did not make sense to me. I filed a complaint on Saxon and Diversified 
Mortgage with Georgia’s Department of Banking and Finance, explaining that I was not aware 
that I had a 2/28 loan, that it was supposed to be a 30 year fixed rate loan. The Georgia 
Department of Banking and Finance examined my loan and said there was nothing that they 
could do because the paperwork was all correct. I checked with other mortgage companies to get 
their perspectives on my situation, and they all said the paperwork was sound, and I had no 
recourse. 

I kept pushing and researching, because my financial situation was getting very difficult. At this 
point, my husband and I were responsible for 4 children, two of our own, and two of his that we 
were paying child support for. The escalation in the mortgage and the expense burden of the 
family put pressure on our marriage. We begin to miss bill payments and our credit started to 
fail. We decided to file for bankruptcy, but I kept researching what to do about the mortgage. In 
June of 2007, 1 found out that Saxon had a loan modification program if we let our mortgage get 
two months behind, they would freeze the interest rate. I had never missed a payment on a 
mortgage for 13 years. It was tough for me to do, but I let it fall two months behind and I was on 
the phone every day with the bank trying to get the loan modification. It was obvious that the 
staff at the bank were overwhelmed. I worked with them from June of 2007 to October of 2007 
to get the interest rate freeze completed. Our home was officially in foreclosure the whole time, 
which was very stressful. 

For a while after the interest rate freeze, I was able to keep up with the payments, then I lost my 
job in February of 2008. I called the mortgage company, and I was told that I needed to stop 
making mortgage payments so that 1 could get a loan modification. I went back to the Georgia 
Department of Banking and Finance and found out that the company that had brokered my loan. 
Diversified Mortgage, was being sued for operating in Georgia without a license. I contacted 
Saxon again, and told them that they had given me a loan through a illegal situation with 
Diversified Mortgage, so they needed to help me. I stopped making mortgage payments as they 
had told me to do. 

During this period, my credit was destroyed, and I was not able to find a job in my field with bad 
credit. I was getting sick from the stress, and my marriage was failing. I kept calling Saxon, and 
they kept saying they did not have the appropriate documentation from me, despite the fact that I 
had send a certified packet. I contacted the non-profit counseling agency. Resources for 
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Residents and Communities during this period when I heard about non-profits being able to help 
with foreclosures. This was the best thing I could have done. 1 worked with their counselor, Mr. 
Wayne Dowdy, he told me that RRC would advocate for me and send in the paperwork and 
follow up. With Mr, Dowdy’s help, I was able to get a trial modification from the Making Home 
Affordable program in August of 2009. I am making 3 payments through the trial modification, 
and then working to negotiate a permanent modification. 

I thought that by now 1 would be in a better employment situation in my field. Instead, I have 
been working in the day care field for the past year, at much decreased pay. 1 got a job in the day 
care field due to the fact that I had also operated my own business over the years providing 
summer camps and college tours for teenagers. I am caring for my two children, I am divorced, 
and I have lost my car. But I am hopeful that I will be able to get a permanent modification and 
keep my home, and that eventually 1 will be able to turn around my employment situation. 

Thank you for the opportunity to testify. 1 hope that my comments will in some way help protect 
others from having to struggle with similar difficulties. 
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STATEMENT OF ANDREW SCHNEGGENBURGER 

Mr. SCHNEGGENBURGER. Good afternoon, Chairman Kucinich, 
Representative Westmoreland and Representative Scott, thank you 
again for the opportunity to tell our story. Us being the Atlanta 
Housing Association of Neighborhood-based Developers. We are the 
association of non-profit community development corporations and 
non-profit affordable housing developers working in and around At- 
lanta. Our organizations, like RRC, who is a member of ours, are 
the organizations that are on the ground, on the front lines, work- 
ing on all fronts to try and restabilize communities, restabilize 
homes, restabilize people’s lives in the face of this current crisis. 

Our members develop typically two types of housing, single-fam- 
ily housing mostly in the inner-city neighborhoods, which I say our 
organizations work in the neighborhoods primarily around the 
southside of Atlanta, the first ring neighborhoods just outside of 
downtown. I would like to add actually from some of the testimony 
in the first session, when you look at a map of the highest rates 
of foreclosures overlaid over a map of the majority minority neigh- 
borhoods in Atlanta, they are virtually the same map, an indication 
of some of the lending practices that were hinted at, talked about 
in the first session. 

Our organizations, again they develop two types of housing, the 
single-family housing in those single family neighborhoods, and 
then also multi-family housing for rent, both in Atlanta and outside 
the city. 

The financial crisis is having a severe impact on our member or- 
ganizations’ ability to develop housing, to develop affordable hous- 
ing. Primarily, for single-family projects, the lack of financing for 
construction. Some of our members have been told flat out that 
banks will not be lending for construction until the market turns 
around, and there is no indication of what that means to anybody 
at this point. So as a result, development, construction has basi- 
cally ground to a halt. And this is a huge problem for a number 
of our members because they rely on developers’ fees to support op- 
erations of their organizations, to support other programs, some of 
the other social outreach programs, the homeowners’ counseling, 
for example. So that lack of revenue is having a huge impact on 
many of our organizations’ viability and the ability to keep doors 
open and keep programs operating. 

As far as the multi-family housing, most of that is developed 
using the Low Income Housing Tax Credit Program, the Federal 
tax credit program to develop affordable housing. This program is 
basically run by private investment where investors buy tax credits 
to offset their tax liabilities and those investments go directly to- 
ward the development costs for the housing. As a result, much 
lower income target levels can be reached for occupants for these 
rental homes. These projects are being impacted in two ways, also 
by the fact that lending for these projects, construction lending, is 
really very difficult to get with reasonable terms; and second be- 
cause the tax credit program has been rendered basically useless 
by current conditions. With so many companies and so many inves- 
tors posting losses, there is a much reduced need to offset their tax 
liability and so terms to purchase those tax credits are very, very 
unfavorable for being able to put these deals together. 
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So this very important program, which takes care of a significant 
percentage of the amount of financing for affordable housing, rental 
affordable housing across the country, is really not working at all 
right now. 

A third thing I would like to add real quick is there has also 
been an impact on small business lending. One of our members is 
a micro-lending organization, they do micro loans to startup busi- 
nesses, specifically targeting disadvantaged entrepreneurs in dis- 
advantaged neighborhoods who are trying to startup. They do loans 
ranging between $500 to $15,000. They have seen in the last couple 
of months, while it has been very good for them, they have seen 
an uptick of about 40 percent in their weekly orientation sessions. 
In addition, they have seen average credit scores for people coming 
to those orientations rise from the low 500’s to the low 600’s, and 
that is an indication that these people who would normally be eligi- 
ble for a more standard business loan product are having trouble 
getting them, so they are coming to the micro fund to try and see 
if they can get some of those products. 

Mr. Kucinich. I thank the gentleman. 

The Chair recognizes Mr. Brannen, and you may proceed for 5 
minutes. 

[The prepared statement of Mr. Schneggenburger follows:] 
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Honorable Committee Members, 

Thank you for the opportunity to share experiences of the Atlanta non-profit affordable 
housing development sector during this real estate financial crisis. The Atlanta Housing 
Association of Neighborhood-based Developers (AHAND) is the association of 16 non-profit 
community development corporations (CDCs) and non-profit affordable housing developers 
working to revitalize neighborhoods in and around Atlanta. We also have 12 additional 
affiliate members supporting the work of these organizations. AHAND works to provide 
collaborative programs that strengthen and support the community development activities 
of our member organizations, including capacity-building, policy research and education, 
and our monthly membership meetings and annual Affordable Housing Conference. We are 
also a member of the National Alliance of Community Economic Development Associations 
(NACEDA), which works in Washington to support CDCs and their associations across the 
country. 

In response to your invitation to testify, I have gathered information from a number of our 
member organizations, detailing their direct experiences during this financial crisis and the 
impact it has had upon their community revitalization work. It is my hope that this information 
provides insight for Committee members into the current availability of financing products from 
lending institutions for both affordable housing development and small businesses. It also calls 
attention to other detrimental 'ripple-effecT impacts of the foreclosure crisis currently 
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hampering local recovery efforts. For clarity in this testimony, 'affordable' refers to homes that 
are sold to qualified households earning no more than 80% of the area median income (adjusted 
for a family of two is $45,900 in Fulton Coimty, 2009), and homes that are rented to households 
typically earning 60% of the area median income (adjusted for a family of two is $34,443 in 
Fulton County, 2009) or below, in accord with federal policies. 

It is also important to acknowledge the context within which our member organizations now 
work. Due to fraudulent, predatory, and vmwise lending practices, the neighborhoods in which 
most of our members work are ravaged by foreclosures. These primarily African-American, low 
and moderate-income neighborhoods have sustained hundreds of foreclosures each month for a 
few years now. The Pittsburgh neighborhood south of downtown for example, has a home 
vacancy rate of over 50%. Fulton County (the majority of which is City of Atlanta) regularly sees 
over a thousand foreclosures per month. As of mid-September there were 87,679 foreclosure 
notices in the Metro Atlanta area, already surpassing last year's record number of 79,484. The 
GA Dept, of Labor reported that the jobless rate in Metro Atlanta rose to 10.5% in September. 
According to the Atlanta Business Chronicle, 28,000 Atlanta construction jobs have been lost in 
the last 12 months. Please see the attached Atlanta Business Chronicle articles for more detail. 

Currently, our members generally develop two types of affordable housing: single-family 
homes for ownership, and multi-family homes for rent. Single-family homes developed for 
ownership typically use conventional financing for acquisition and/or construction, paired 
with federal funds such as the HOME program to subsidize affordability targets. Multi- 
family homes developed for rent almost always utilize the Low Income Housing Tax Credit 
(LIHC) program, as well as multiple other financing sources to create a viable development 
deal. LIHC is by far the most valuable resource for affordable rental housing development 
because of its role as a significant source of funding for development costs, and its 
widespread successful use. Despite this value, multi-family affordable housing 
developments targeting low-income families are very complex to finance in part because of 
low revenue generated by rental income, with extremely thin margins. 

For organizations developing affordable single-family homes, financing for construction has 
simply been unavailable. One member having a lending relationship with a bank was 
informed by that bank that they would not finance construction 'until the market turned 
around'. Another organization which had secured financing to purchase a property for an 
affordable housing development and had completed the acquisition now faces foreclosure on 
that property because they cannot secure construction financing to complete the 
development. Payment of carrying costs and debt coverage on the property were dependent 
upon timely completion of construction and sale of the units. In a third example, an 
organization purchased a 20-unit partially-completed subdivision as a foreclosure-recovery 
project in 2008. Six homes had been completed and were in need of minor refurbishment. 

One unit had been partially completed, and the remaining 13 lots were still vacant. Unable 
to secure construction financing even for the minor refurbishments on the first six homes, the 
organization completed the work using in-house resources, and sold them all quickly, thus 
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demonstrating that there is a market even now for homes at affordable price-points. Despite 
the sale of those homes, they have been unable to secure financing to complete the 
construction of the seventh home, or to begin construction on the remaining 13. Other 
organizations have said that they are not even trying to secure financing for developments 
now because they know it will not be forthcoming. These are clear examples of a very timid 
lending environment that is preventing economic development activity even as lenders 
themselves look for signs of improvement. Banks, particularly TARP recipients, must be 
encouraged to lend with reasonable terms. 

On a separate note, while the six homes in the aforementioned subdivision were sold, the 
final appraisal for each came back lower than the purchase price, forcing the organization to 
lose money on each sale, even though the foreclosed subdivision had been purchased at a 
discount to begin with. Another member has received an unusually low final appraisal on 
one completed home that used only foreclosed properties as comparables, not any of the 
eligible normal-market transactions that have occurred in the area. This also resulted in the 
loss of money by file organization upon sale of the home. Each loss of revenue hampers our 
CDCs' capacity to deliver services because they must rely on revenue from development fees 
to support operations. While a recently-passed Georgia law requires that foreclosures be 
taken into account in the appraisal process to ensure a fair tax assessment for existing 
homeowners, these seem to be examples of over-compensation by appraisers, who now are 
also less likely to be familiar with neighborhood markets due to new federal arms-length 
transaction requirements. As demonstrated, property assessments are variables that have 
far-reaching implications for redevelopment activity, and reasonable fair assessment 
practices are critical to setting the tone for economic recovery in the housing sector. 

Current financial conditions are heavily impacting the use of the LIHC program. As 
mentioned before, tax credits are the single most important source of rental affordable 
housing development financing, responsible for the development of over 6,000 affordable 
rental units each year in Georgia. They work as a dollar for dollar reduction in federal 
income lax liability. Affordable housing developers that are awarded housing credits 
partner with an equity investor who purchases the credits to reduce tax liability. The capital 
or equity received from the sale of these credits reduces the amount of debt or loans needed 
to cover the costs to construct affordable housing. As a result, rents can reach more 
affordable levels since less income is required to operate the development. 

However, this program relies upon a healthy competitive economy for success, and the 
financial crisis has rendered the program ineffective. The value of the credits has dropped 
significantly in the market, effectively dismissing the incentive most responsible for the 
program's success. Freddie Mac and Faimie Mae, both major tax credit investors in the recent 
past have stopped purchasing tax credits. The pool of interested investors has shrunk due to 
a reduced need for tax shelter because of reduced corporate profits during the economic 
downturn. Less demand means investors that are at the table are demanding higher yields, 
resulting in lower equity pricing and much more stringent underwriting. These conditions 
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put greater pressure on operating budgets for the developments, creating additional funding 
gaps that are derailing these projects. Investors have also cooled specifically on rural LIHC 
developments because of reservations over market conditions in those areas. To help revive 
the LIHC program, I offer three suggestions for policy reform: 

1. Extend the Housing Credit Exchange Program initiated in ARRA for one more year. 
This will provide direct access to development capital normally provided through the 
investment in tax credits. 

2. Increase the investors' Housing Credit Carry-back period for up to five years with 
two provisions - that the entire amount carried back on existing housing will be 
immediately reinvested in new LIHC projects; and that future credits for new 
housing may be carried back for up to five years throughout the ten year credit 
period. 

3. Diversify and expand the tax credit investor pool particularly for rural areas by 
allowing LLC's, S-Corps and closely held corporations to invest through the LIHC 
program. 

Similar to the impact on single-family affordable developments, conservative lending 
practices are also playing a role in hampering LIHC projects. With few lenders willing to 
extend capital, those actually doing business are extending unfavorable terms. One member 
was required to rework their pro forma three different times trying to close on one project 
because the lender repeatedly changed the underwriting requirements. It became dear that 
there was no intent to actually lend, and the deal eventually fell through. One lender would 
not even agree to finance a deal that included income from a project based rental assistance 
(Section 8) agreement. Despite a contract from the local housing authority to guarantee that 
income each month, as well as LIHC investment, the lender would not underwrite. Another 
lender required higher operating expenses in a development pro forma, presumably to 
provide a greater level of insurance against debt service coverage. Despite having an 
extensive track record of operating very efficiently at a debt service coverage ratio of 1.15 
(acceptable per the state housing finance agency), this organization was forced to try and 
work with a required debt service coverage ratio of 1.2 to 1.3. The resulting funding gap 
created by the need to raise minimum operating expenses killed the project. The 
requirement for carrying higher operating expenses runs counter to the need for efficiency in 
operation of any affordable housing development. Again, it is clear that the current lending 
environment is so conservative that it is actually preventing development and recovery 
efforts from moving forward. I will refer you to the attached Affordable Rental Housing 
A.C.T.I.O.N. Georgia Facts Sheet for more detail on the broader economic impact of this 
situation. TARP recipients and other banks must be encouraged to lend, and must play a 
part in breathing life into development activity. 

There is also evidence from our partner micro-lending agency, the Atlanta Micro Fund 
(AMF), that lending practices for small businesses have tightened up as well. Ihe AMF is a 
micro-lending Community Development Finance Institution, providing business coaching 
and small loans ($500-$15,000) to start-up businesses in targeted revitalization areas. They 
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have seen a 40% increase in attendance at their weekly orientations since last summer, as 
well as an increase in the average credit scores of attendees from the low 500s last summer to 
the low 600s this year. While a boost for the AMF, this trend indicates that individuals with 
credit scores in the 600s, which normally have access to larger conventional business loans, 
are no longer able to secure those products. Indeed, one entrepreneur in good standing 
reported having his business line of credit suddenly closed, despite a history of full and 
timely payments. 

In conclusion, I would like to reiterate that banks, particularly remaining TARP-recipients, 
must be encouraged to lend with reasonable terms again. That access to financing is critical 
to the affordable housing development industry, particularly at a time when the need for 
affordable rental units is rising. Given its role as a primary generator of affordable rental 
homes, the LIHC program must also be revived (per the three proposals above). Based upon 
the significant contribution that housing development has on the job and product markets in 
Atlanta, it is also critical to economic recovery in Georgia. Without it development will 
continue to stagnate, only increasing the negative impacts of rampant foreclosures on 
neighborhoods and communities. The NSP has begun showing signs of success creating and 
maintaining work in Georgia, but it will not itself lead to successful recovery without other 
sources of financing for parallel foreclosure- and economic-recovery initiatives. To maximize 
the results of our efforts, these other resources must be brought to full bear. 


Sincerely, 



Andy Schneggenburger 
Executive Director 

Atlanta Housing Association of Neighborhood-based Developers 


Attachments: 

'Georgia gets a 'D' for housing, home ownership', Atlanta Business Chronicle, Sept. 22, 2009 
'Atlanta's commercial builders go into survival mode', Atlanta Bus. Chronicle, Oct. 30, 2009 
ACTION proposed LIHC revisions 
ACTION LIHC Georgia fact sheet 10-09 
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STATEMENT OF JOE BRANNEN 

Mr. Brannen. Thank you, Chairman Kucinich, for inviting us to 
testify today. Let me also thank Congressman Westmoreland and 
Congressman Scott, two of our good representatives that are rep- 
resenting the very difficult areas of our State, most hardest hit in 
Georgia. Thank you for letting us explain the ongoing effects of this 
difficult economy on our members, our customers and our commu- 
nities. 

Georgia Bankers Association has 322 members, the vast majority 
of them are community banks, community-based lenders and I 
want to spend most of my time today talking about how they and 
their customers are affected. 

We are grateful for the role this hearing can play to help you ad- 
vocate for policies that will remove obstacles that are making it dif- 
ficult for our members to even serve their communities. Twenty- 
five Georgia banks have closed since 2008, out of 352 active banks 
at the beginning of that year. Those numbers are just the facts. 
The real question is why have there been so many? The answer is 
simple, the banks were closed because their customers could not 
pay back their loans and private capital was not available to sup- 
port the losses. 

It is important to keep in mind that Georgia’s banks were lend- 
ing to support the small businesses that were building supply and 
selling homes for a rapidly growing State, the sixth fastest growing 
State in the country. Metro Atlanta region’s growth averaged 
120,000 new residents every year for a decade. All credible evi- 
dence showed that growth continuing for some time. 

The real estate market collapsed last year when mortgages of all 
types became more difficult for homeowners to get, secondary mort- 
gage markets evaporated and our State unemployment numbers 
skyrocketed. These broad economic factors, a concentration of resi- 
dential construction lending, borrowers unable to meet their obliga- 
tions and private capital sitting on the sidelines caused these 
banks to close. 

These closures have been community banks supporting high 
growth suburban areas as well as urban neighborhoods. One of our 
early closures was a bank that focused solely on refinancing the re- 
habilitation of homes in blighted inner-city neighborhoods. 

While the business model of our banks, some of our banks, and 
their customers can be questioned, we also believe that aggressive 
interpretation of aggressive regulatory policies and accounting 
rules have contributed to those closures. Unless the application of 
these policies is modified, we see continued stress among borrowers 
and the bankers that finance them. 

The economy and regulatory policies have put banks between a 
rock and a hard place when it comes to lending. Most of Georgia’s 
banks are small businesses like the small businesses they serve. 
Most employ fewer than 50 people. Banks are in the business of 
making loans to credit-worthy borrowers, that is how they serve 
their communities, that is how they make money. In fact, Georgia 
banks have over $211 billion of loans outstanding today. Loan de- 
mand is down as more people are saving to pay off debt and compa- 
nies have put off expansions or additions to inventory. But we also 
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know that credit is not as easily available as it was in the recent 
past. 

Traditional banks, those that we represent, are expected to be 
prudent lenders. You can certainly understand their caution when 
they see their non-performing loans at historically high levels, no 
significant sign that the rising loan delinquencies is subsiding and 
personal and business bankruptcies being at abnormally high lev- 
els. 

Also, our banks are struggling to maintain adequate regulatory 
capital levels because of ongoing and rising numbers of troubled 
loans. To keep capital at the required levels, banks often cannot de- 
ploy that capital to provide more credit as they have to account for 
that credit with future and current losses. 

Please understand, we are not suggesting that our regulators 
stop doing their job. They are good people trying as best they can 
but some of the regulatory orders, a third of our banks are under 
a regulatory order, which is in itself restricting lending. We are not 
asking them to quit doing their job, but the enforcement tools they 
have to use are not appropriate for this environment. 

If we could identify one issue that is perhaps the biggest obstacle 
for recovery in the real estate market, it is the continued and artifi- 
cial losses in real estate values. Banks and their customers are 
being forced to use real capital to account for theoretical losses. 
Commonly referred to as mark to market, but more accurately 
called the fair value of real estate, the aggressive application of 
this accounting rule is sapping capital that we could use to support 
more lending. 

Another issue relates to real estate appraisals. You heard about 
that in the previous panel. In a non-functioning market like we 
have today, getting a meaningful appraisal is practically impos- 
sible. We ask our regulators to work with us, to be more under- 
standing and not require our borrowers to produce more capital 
and pay down their loans just because the underlying real estate 
values have fallen. 

I mentioned that private capital was scarce with community 
banks. We ask that you consider pushing Treasury to open the 
Troubled Asset Relief Program for more community banks and we 
ask your help with our regulators to quit forcing us to shed bro- 
kered deposits out of troubled banks and postpone the national rate 
cap rule scheduled to go in effect in January. We need those depos- 
its, we need to be able to lend in our communities and we need 
your help. 

Our highly regulated banking industry is the key for our State’s 
growth and the success of our State. There is work to be done and 
we look forward to working with you for those solutions. 

Mr. Kucinich. Thank you very much, Mr. Brannen. 

The Chair recognizes Mr. Betsill. You may proceed for 5 minutes. 

[The prepared statement of Mr. Brannen follows:] 
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Good attemoon. My name is Joe Brannen and I am the president and CEO of the Georgia Bankers Association. 

I want to thank Chairman Kucinich for scheduling this hearing in Atlanta and for inviting us to testify. We appreciate 
your interest in better understanding our industry and the ongoing effects of the difficult economy on our members, 
their customers and our communities. I'd also like to recognize and thank the other committee member, 

Congressman Lynn Westmoreland for his ongoing commitment to serving his constituents including many of our 
members in some of the hardest hit areas of our state. 

The Georgia Bankers Association is comprised of 322 banks and thrifts that do business in Georgia. The vast 
majority of our members are smaller community banks and I virant to spend most of my time today talking about how 
they and their customers are affected in the current economy and regulatory environment. Based on that 
membership and the insight they provide us about our industry, I’m going to briefly cover three areas that you’ve 
asked us to address. 

First, I'll cover Georgia bank closures and our views of the reasons for those closures. Second, I'll address the 
factors our members are dealing with that affect credit availability for their customers. And, I'll conclude with some 
general ideas about how customers, bankers, regulators and policymakers can work in partnership for a stronger 
economic recovery. 

Georgia Bank Closures 

Perhaps the most visible consequence of the severe economic downturn nationally and in Georgia has been an 
increase in bank closures in Georgia. As of Oct. 29, 2009, 25 Georgia banks have been closed since 2008 out of 352 
active banks at the beginning of that year. This is an unprecedented number for our state. 

However, to put that in perspective, other states such as Nevada and Oregon have experienced a higher percentage 
of their banks closing than Georgia, And, the total assets of banks closed in each of five other states - Nevada, 
California, Alabama, Texas and Florida - exceed the total assets of banks closed in Georgia.' 

The question you and many others ask is why have there been so many bank closures in Georgia? 


' See attached information compiled and supplied by the Georgia Department of Banking and Finance. 
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Bank performance mirrors the economy and conditions In the local communities they support. We are all painfully 
aware of how difficult the economy is nationally and especially here in Georgia. The detailed causes of each closure 
vary by bank, but in general the root cause of Georgia’s high number of bank closures is the rapid, severe and 
prolonged trouble in the residential real estate market throughout Georgia. 

Simply put, the banks were closed because their customers had trouble paying back their loans and private capital 
was not available to support the losses. And we recognize that few if any of those customers defaulted on their loans 
out of choice but rather because of unanticipated circumstances of their lives, the pressures of the economy, and the 
oftentimes artificial devaluation of real estate. 

Keep in mind that these banks, and others throughout the state, were lending to support these small businesses that 
were building homes to meet the demand of a rapidly growing state. For example, it is estimated that the metro- 
Atlanta region alone averaged about 1 20,000 new residents a year- 10,000 a month - for the decade prior to 2008. 
Ail credible estimates leading up to last year showed that growth continuing for some time. 

So, operating on well-defined, long-term historical data as well as reasonable estimates about future demand, 
builders, and the bankers that supported them through lending, continued to work toward meeting the housing 
demand of a growing population. Many of these banks and their residential construction customers were in areas of 
our state where first-time home buyers were the predominant market participants. Affordable houses were being built 
and because of readily available mortgages, the dream of homeownership became a reality, 

However, our growth trend stopped on a dime last year as the economy seized and fewer than 25,000 people moved 
to the metro Atlanta area. Thnoughout 2008, housing sales and demand softened and then virtually came to halt in 
the summer and fall as mortgages of all types became much more difficult for homebuyers to get, the secondary 
mortgage markets evaporated, and our state unemployment numbers skyrocketed. The general lending and 
development cycle for new housing is between 18 months and two years, so there were many hundreds of projects 
underway when these markets stopped functioning. 

These broad economic factors, the concentration of residential construction lending, borrowers unable to meet their 
obligations, and private capital sitting on the sidelines caused these banks to close. 

These closures have been community banks supporting high-growth suburban areas as well as urban 
neighborhoods. One of our early closures was a bank that focused solely on financing the rehabilitation of homes in 
blighted inner-city neighborhoods. That business model became unsustainable for the same economic reasons that 
affected all other banks heavily invested in supporting residential real estate. 

While the business models of some of our banks and their customers can be questioned, we also believe that 
aggressive interpretation of certain regulatory policies and accounting rules has contributed to the closures. Unless 
these policies are modified, we will see continued stress among borrowers and the bankers that finance them. We 
have some recommended solutions toward the end of our statement. 

You also asked us to address commercial real estate other than residential. While we are seeing growing signs of 
stress in that market, it is simply too early to make any reasonable predictions on how difficult that segment of the 
market will become. Clearly those commercial projects that were being built to support the growth of residential 
housing have been more immediately affected by the crisis. However, because many of these commercial projects 
have ongoing sources of revenue such as rents to support their loans, we are hopeful that the economy’s effect on 
this sector will be less dramatic. 


2 
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While the Georgia Bankers Association does not and will not make predictions about whether there may be more 
bank closures in Georgia, clearly the economic environment remains difficult. We believe that the economy, coupled 
with certain government and regulatory policy actions I’ll discuss more in a few minutes will continue to cause 
financial stress on a number of banks in Georgia, 

That is the summary version of the climate and causes of bank closures in Georgia. 

Credit Availability 

i’ll turn now to the issue of credit availability for small businesses and how the economy continues to affect our 
members' ability to provide funding for growth in their communities. 

I'll start with a reminder that most of Georgia’s banks are small businesses, too. Most employ fewer than 50 people, 
and those employees live, work and raise their families in Georgia cities and towns. So, the people that open the 
doors every day at our member institutions have a personal, vested interest in the success and growth of businesses 
in their hometowns. 

Banks are in the business of making loans to creditworthy borrowers. That's how they serve our communities, make 
profits and provide value for our shareholders. I hope to demonstrate to you today how the economic and regulatory 
environments have banks between a rock and a hard place when it comes to making more credit available to small 
businesses. 

Here's what the most current statistics say about loans in Georgia. Despite some headlines to the contrary, banks are 
attempting to make loans to borrowers with good credit, low levels of debt and verifiable sources of income and 
repayment ability. Based on the most current consolidated information from the FDIC through the end of the second 
quarter, Georgia banks had over $21 1 billion in total loans and leases. That is down, but only slightly from year-end 
2008, by about 1.7 percent. 

One reason for that decline is that loan demand is down as more people are saving more to pay off debt and companies 
have put off expansions or additions to inventories. 

However, as I mentioned, banks only do as well as do the communities they serve. So, because of the continued 
economic weakness, we know that credit is not as easily available as it was in the recent past. There are several 
reasons why. 

Banks are carefully balancing the need to lend more and avoid making more loans that might not be paid back 
because of the economy. In a recent national survey of lenders, more than 70 percent cited the poor economy as the 
number-one reason for conservative underwriting. What are they basing that caution on? 

First there’s the more than 10 percent Georgia unemployment rate and the nearly 10 percent national unemployment 
rate. Business bankruptcies and loan delinquencies also continue to rise. 

According to recent statistics from the American Bankers Association*, nationally, business bankruptcies have risen 
from 28,000 in 2007 to more than 43,000 at the end of 2008, Those trends have continued into this year with 30,000 


2 Sept 23, 2009, testimony of Austin L. Robeils, lit On Behalf of the America BaiAefs Association before the Committee on Small Business, United States 
House of Representatives 
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business failures already. Home equity loan delinquencies rose from 3,5 percent to 4.0 percent. Personal loan 
delinquencies rose from 3.5 percent to 3.9 percent. Property improvement loan delinquencies rose from 1.5 percent 
to 1.8 percent. 

We're seeing those national trends play out locally, too. For example, through September there were 23,245 Chapter 
7 bankruptcy filings in North Georgia. That number is already 12.5 percent higher than full-year 2008 figures and 56 
percent higher than the similar nine-month reporting period from a year ago, according to new data released last 
week by the U.S. Bankruptcy Court, Northern District of Georgia. 

So, the ongoing challenge in this environment for both a borrower and a bank is to be as certain as possible that a 
person or business can repay a loan, and that just takes a lot of l-dotting and T-crossing in this economy. 

It may not seem tike it sometimes, especially if you are a borrower, but the reality is a loan decision starts from the 
point of view that the bank wants to ensure that a borrower isn't taking on more risk than his or her family or business 
can reasonably support. That’s protection for the borrower and good undenivriting for the bank. 

Alongside the broad economic constraints affecting credit availability, many of our member banks simply are 
struggling to maintain adequate regulatory capital levels because of ongoing and rising numbers of troubled loans 
that are a direct result of the poor economy. 

Regulators rightly require banks to maintain strong capital levels to cushion the blow of losses from bad loans. 
However, to keep those capital levels high, banks often can't deploy that capital to provide funding for additional 
credit to small business and other borrowers as they must use that capital to account for current and projected future 
loan losses. 

And, unfortunately, the economy has also led to an estimated one-third of Georgia banks being subject to regulatory 
enforcement orders. These orders trigger a number of punitive measures such as restricting their emergency 
borrowing from the Federal Reserve, getting advances from the Federal Home Loan Bank, drawing down their credit 
lines from correspondent banks, or requiring the banks to shed low-cost brokered deposits. 

In a state with already insufficient local deposits and private capital to internally fund economic expansion and 
lending, the rapid reduction or elimination of these funding sources is causing a severe constriction of credit. For 
example, in this climate economic problems tend to be geographically located in areas that experienced high growth 
and expansion. Because of the widespread economic distress, all banks in those regions are experiencing similar 
types and levels of problems. When regulators sweep in and apply funding and lending restrictions, it constricts credit 
for the entire geographic area. This has a deflationary and domino effect on property values. 

In addition, these regulatory orders also have the result of restricting lending in other ways, too. Based on federal 
guidelines, a bank under a regulatory enforcement order is often told to reduce its concentration of real estate related 
loans. This is problematic because many of the small businesses our members have traditionally provided credit to 
are directly related to the real estate development and building sector. 

So, while the regulatory order may not specifically say not to make new real estate loans, the only ways the bank can 
satisfy the order is to either not renew existing loans or ask for early repayment of the loans already on their books. 
Neither option is usually in the best interest of the bank's customers. 


Another option is for the bank to sell the underlying note for the loan. But again, the bank is already working with the 
customer and it would seem to be in everyone’s best interests to allow those relationships to remain in place. While 
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we understand the concern with over-concentration in any we sector, it is extremely difficult to rapidly change that 
mix of loans in a troubled economy. 

In a related issue, these same regulatory enforcement orders also restrict banks from extending or sometimes even 
renewing credit to borrowers who have other loans that are considered troubled or delinquent. On the one hand, 
banks are being asked to work with their borrowers to help them get through the difficult environment, but many of 
the regulatory orders simply make that practically impossible. The inability to work with a struggling business leads to 
premature business bankruptcy, closure and higher unemployment 

These are simplified examples, and each bank and borrower would have more complex and detailed issues, but they 
do Illustrate just how difficult the environment is for our banks and a large number of the borrowers we’ve traditionally 
financed. 

Compounding the credit availability issue are other regulatory and market forces that we believe continue to depress 
the value of borrowers' property and collateral. These issues include: 

• Regulatory interpretations of accounting guidelines/FASB 114/5; fair value of real estate. The major ongoing 
concerns and frustration banks are having with regulators, are related to how regulators are interpreting the 
rules that apply to how much capital banks should be required to reserve for losses or potential losses 
against those assets. These interpretations are causing banks to use real capital for theoretical real estate 
losses, putting further stress on bank capital levels. For example, a bank may be required to write down the 
value of a property that could reasonably be well worth $1 million a year from now, but today is appraised 
for $500,000. The bank must show that difference as a loss, even if it intends to hold that property for some 
time. At the same time, banks are required to reserve more for theoretical losses, regulations also restrict 
the amount of that reserve that can be counted toward meeting regulatory capital guidelines to 1 .25 percent. 
This is a classic and understandable over-reaction to economic down cycles. If we look back in history, we 
always swing that regulatory pendulum too far and force the build-up of excessive loan loss reserves at the 
bottom of a cycle, and then we ride those excessive reserves out for several years into the future, clearly 
indicating that we over-did it again. 

• Downward pressure on asset prices caused by market forces and unintended consequences of government 
stability programs. The effects of overly aggressive discounting hurt borrowers when the value of their real 
estate pledged collateral is temporarily devalued, and also results in their struggling to meet either loan 
covenants requiring specific levels of collateral or selling properties at these lower values to repay or pay 
down loans. Banks are also being required to write down their real estate portfolios to these new values, 
which are unnecessary hits to capital. With market forces as weli as government programs and actions, 
even well-intended ones, driving asset prices and valuations downward this steeply and this quickly, our fear 
is that there is not enough capital in the marketplace to sustain many banks located in the most troubled 
geographic areas. If we are to assume current values are permanent, there is not enough bank capital to 
sustain the industry nationally, 

• Difficulty of obtaining reasonable and consistent property appraisals continues to put downward pressure on 
property and collateral values. Obtaining good appraisals in the current market is extremely difficult. 

Because the real estate market is so weak, appraisal assumptions sometimes do not realistically reflect 
absorption periods that take into account the naturally increasing demand as the economy recovers. This is 
especially true for vacant lots as their values will improve once today’s excess inventory of homes and lots 
is absorbed. Regardless of the type of property being appraised in this environment, the result is appraised 
values seem unreasonably low when considering more realistic sales and absorption periods. 
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• On October 1 , 2009, amendments to Regulation Z, the Truth in Lending Act, became effective that address 
consumer protections for certain mortgage and home-equity loans. Intended to prevent unscrupulous 
subprime lending, parts of the new regulation apply to all loans secured by a consumer's principal 
residence. An unintended consequence of these new rules is that the loans covered by the definition of 
“higher-priced loans" are some home purchase loans, home-improvement loans, refinancings and home 
equity loans that had previously been considered by our members as prime loans. For most community 
banks, these are bread and butter mortgage loans made by community banks to customers i«ho simply 
don't qualify for loans eligible for sale in the secondary market. These are not the negative-amortization, 
option-payment, short-term-teaser-rate, investment-grade loans traded by investors and Wail Street 
Investment banks that have been so problematic throughout the recent financial crisis. These are three- or 
five-year balloon loans with an intended 15-20 year amortization. These are mortgages that are 
conservatively underwritten and the vast majority of our banks' customers never miss a payment. The 
purpose of the three-year term was to provide consumers with certain tax savings. With the new guidelines, 
these low-cost, in-house home mortgages have become impossible for many banks to make. Under the new 
requirements, underwriting for this type of mortgage must show that the borrower can repay the loan in full 
within three years as opposed to the intended 15-20 year period. The result is that the new provisions 
actually make reasonable mortgage credit less available for consumers in markets throughout Georgia 
where there are few options. In many cases, the costs and compliance risk associated with the new rules 
are causing many banks to simply stop making these types of mortgage loans available. 

• We also understand that the Home Valuation Code of Conduct deployed in May 2009 by Freddie Mac and 
Fannie Mae is causing concern from banks and appraisers related to valuations. With its implementation, 
banks are more frequently using Appraiser Management Companies to order appraisals. The concern is 
that while the intent is to ensure fair and accurate independent appraisals, it may be having the unintended 
consequence that non-local appraisers are sometimes being assigned to do work when they aren’t as 
familiar with local markets. Work is often awarded simply to the low-cost provider, which also affects 
appraisal accuracy. These appraisers have mote difficulty in determining appropriate valuations because of 
their lack of local market knowledge and history, creating valuation disruption in the lending process. 

Ideas and possible solutions 

So, that's a broad overview of the environment for our banks and borrowers. Unfortunately, there are no easy fixes 
for these issues. As with any recovery from widespread economic stress, the key elements necessary are generally 
time for the economy as a whole to recover and flexibility from all parties involved. 

However, we've identified several ideas and solutions we believe would strengthen our marketplace, keep more 
people in their jobs, more companies in business, and prevent more banks from being closed. 

• Protect real estate values 

o Encourage more flexibility and less drastic interpretation of fair-value guidance and property 
valuations. 

• Conserve and replenish bank capital 

o Allow a higher percentage of loan loss reserves to be counted as regulatory capital. There is an 
artificial cap of no more than 1 .25% of a bank's loan loss reserve to be counted as Tier 2 capital. 
This capital is already on the banks’ balance sheets, so allowing this as regulatory capital would 
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the resource that empowers 


not create any further risk to the bank or the FDIC fund. Of the 324 Georgia banks in operation as 
of June 30, seventy percent (226) of all Georgia banks were adversely affected by the restriction, 
o Eliminate restrictions and barriers to private capital investment in the banking industry, 
o Give serious consideration to responsible implementation of the Treasury’s recent proposal for 
providing specific capital investments in viable community canks with less than $1 billion in assets, 
o Encourage the FDIC to consider longer-term alternatives to replenish the Deposit Insurance Fund 
than continuing to levy immediate and short-term assessments on banks. This can be done 
through borrowing from the banks or by utilizing the emergency borrowing authority from Treasury, 
o Enact legislation to lengthen the net-operating-loss carryback provision from two to five years for all 
banks 

• Take other key steps to stabilize banks 

o Postpone a new FDIC regulation scheduled to go into effect Jan. 1 , 201 0, that requires banks that 
are less than vrell capitalized to use an FDIC national deposit product rate cap to set their rates. In 
many Georgia markets, the local rate is well above what will be the allowable national rate cap. If 
these banks cannot offer a responsible, local market rate, it will be difficult for them to keep their 
current depositors, much less attract new business. 

o Provide certain banks time and flexibility for reducing brokered deposits and allow them to renew at 
least a percentage of brokered deposits that are already on their books. Merely allowing banks to 
maintain their existing wholesale funding base would substantially increase the funding available 
for loans in Georgia, 

• Support policy and regulatory actions that enable lending 

o Look for flexible or reasonable methods to slow the pace of federal regulatory enforcement actions 
that trigger lending restrictions on banks. 

o Re-examine Regulation 2 “high-priced" loan categories that have resulted in less credit being 
available to many customers of traditional banks. 

Working in partnership, we believe that banks, regulators and policymakers can use these ideas and solutions to 
speed economic recovery and market stability. 

In Conclusion 

Georgia’s highly-regulated banking industry has been a key foundation for the growth and success our communities 
have enjoyed before the current recession. And, there is no argument that the past two years have been difficult for 
all Georgians, our businesses and our banks. 

There’s work to be done from all quarters to help get our economy back on track, and I assure you that the Georgia 
Bankers Association and our members are fully committed to working in cooperation with borrowers, businesses, 
regulators and policymakers to ensure that happens as quickly as possible. 

Thank you again for having me today. 
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Comparison of Number of Failure Transactions 
to Number of Banks 






Nevada 

6 

44 

13.6% 

Oregon 

3 

40 

7.5% 

Georgia 

25 

352 

7.1% 

Idaho 

1 

19 

5.3% 

Arizona 

3 

57 

5.3% 

California 

15 

313 

4.8% 

Washington 

3 

97 

3.1% 

Utah 

2 

68 

2.9% 

Florida 

9 

317 

2.8% 

Illinois 

17 

671 

2.5% 

Wyoming 

1 

43 

2.3% 

Colorado 

3 

159 

1.9% 

Michigan 

3 

164 

1.8% 

New Jersey 

2 

125 

1.6% 

West Virginia 

1 

68 

1.5% 

Alabama 

2 

160 

1.3% 

Minnesota 

5 

430 

1.2% 

Missouri 

4 

350 

1.1% 

South Dakota 

1 

89 

1.1% 

Maryland 

1 

97 

1.0% 


* Indicates the number of failure transactions since 2008 to date. 


NOTE: Only includes States whose ft of Failures as a % of Total Banks is greater than 1%, 


States with Assistance Transactions 
Comparison to Number of Banks 






Delaware 

1 

33 

3.0% 

Nevada 

1 

44 

2.3% 

California 

1 

313 

0.3% 

South Dakota 

2 

89 

2.2% 


* Indicates the number of assistance transactions since 2008 to date. Includes 
institutions where assistance was provided under a systemic risk determination. 


Georgia Department of Banking and Finance 


Revised 10/29/2009 




143 


Top 10 States with the Largest Amount of Assets 
for Bank Failure Transactions 
(in millions) 






Nevada 

6 

314,264,924 

194,800,387 

California 

15 

58,808,292 

40,504,131 

Alabama 

2 

26,041,698 

20,559,469 

Texas 

4 

18,718,548 

15,829,247 

Florida 

9 

15,935,347 

10,370,229 

Georgia 

25 

15,029,088 

13,123,428 

Illinois 

17 

12,518,086 

12,123,805 

Indiana 

1 

2,839,747 

2,254,025 

Colorado 

3 

2,175,626 

1,795,612 

Arkansas 

1 

1,895,545 

1,815,691 


* Indicates the number of failure transactions since 2008 to date. . 


Total Assets and Deposits of States with 
Bank Assistance Transactions 
(in millions) 






Nevada 

1 

1,207,007,000 

230,042,000 

South Dakota 

2 

78,112,860 

42,657,867 

Delaware 

1 

19,599,414 

7,231,013 






* Indicates the number of assistance transactions since 200S to date. 


Georgia Department of Banking and Finance 


Revised 10/29/2009 
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STATEMENT OF JEFF BETSILL 

Mr. Betsill. Thank you for allowing me to be here today, Mr. 
Kucinich and Congressman Westmoreland, Mr. Scott. Thank you 
for taking the initiative to delve further into the problems that 
plague our industry and the general economy. I have spent many 
hours throughout the past 3 years speaking in this regard with a 
couple of my industry associates, Mr. Gumming and Mr. Patterson 
who are in California and have been pushing for finance reform for 
the last 3 years out there with Congressman Issa — I believe I said 
his name right. 

I find it real ironic that I am here, a guy from, you know, BYU, 
Back Yard University, is sitting here amongst this panel discussing 
these issues that are very serious in nature and very, very dear to 
my heart, which is the homebuilding industry. For the last 35 
years, that is what I have been involved with is home construction, 
home industry. My father, Alex, was a carpenter and I grew up 
working alongside him, learning the trade at a very early age. 
From my father, I learned the value of hard work and commitment 
to any task that I undertook, whether it was cutting grass or build- 
ing a home, it was important to him that we have total commit- 
ment to what we did. I learned also to include the quality and do 
the right thing no matter what it cost, even if it was monetarily. 
Sometimes we do not always make money at everything we do, 
sometimes it costs us something. My love for taking a vacant lot 
and coordinating the materials and the labor to produce a great 
home has always driven me to stay in the homebuilding industry. 

I would appreciate you granting me a moment to focus on the 
word “home.” As was mentioned earlier, talking about it is not just 
foreclosures, but it is the effects of the foreclosures. A home, at the 
most heartfelt definition, is the place where Americans raise their 
families and share their joys and their hurts. As a young builder, 
I would converse with home buyers that purchased a home of mine, 
that it was the best investment they would ever likely make in 
their lives. Owning a home is a start to sharing in each other’s 
lives. And of course, at that time, I believed the value of a home 
would always either maintain or increase in value. In the 32 years 
preceding the experience we are all now a part of, I had never seen 
the value of a home decrease. I obviously did not understand the 
factors controlling my world. 

I sit before you today to discuss my experiences throughout the 
downturn with a particular construction lender in my business. 
Unfortunately, I hate to admit this, but early in my years of own- 
ing my own company, I was not nearly as schooled in the lending 
practices as I am today. I always believed that working hard, while 
considering the quality of the home and experience I was producing 
would pay a beneficial net result for all who was involved. I would 
be misleading this committee if I led you to believe I was an indi- 
vidual that completely understood what lenders of both construc- 
tion and home loans, could and could not do. 

I will share with you my experience with a lender to my organi- 
zation and the effect their action had not only on my company, but 
also my employees and the general population. The particular situ- 
ation I am referring to began in a subdivision in close proximity 
to where we sit today. This subdivision was named one of the top 
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30 subdivisions in the metro Atlanta market. We began construc- 
tion using funds lent from this lender in late 2004. Three builders 
made the builder group in this subdivision and each builder I 
would say averaged approximately 25 home closings per year 
throughout late 2007. The margins we were able to get in this loca- 
tion were strong and we were building primarily on a pre-sale 
basis. It was truly our greatest source of income. 

In mid-2008, we asked for a couple of speculative loans with a 
couple of pre-sale constructions with the lender. To approve the 
loan requests, the lender asked for routine information. In the prior 
years, approval was pretty much a guarantee in less than 2 or 3 
weeks, especially at this subdivision. Well, approximately 3 weeks 
went by and we followed up for an update as to the loan requests. 
They requested additional, less typical information. We provided 
the requested information and another month or so went by with- 
out approval. Then we received a phone call from a loan officer we 
had known for many years working for the bank. In the conversa- 
tion with him, he advised my company that our company’s loan 
portfolio was moved to special assets division. Of course, I was 
completely shocked, given the rate of sales and margins being 
achieved, and asked the question why. The loan officer went on to 
state that the bank was looking at all collateral in place prior to 
the beginning of the downturn as — here is that word again — toxic 
assets. Of course, this was the reason behind the loan portfolio 
being moved to the special assets division of the bank. With the 
move of the loan portfolio to special assets, we were told nothing 
would change, just additional scrutiny for each request. 

Additional scrutiny occurred and we provided more and more in- 
formation. A few weeks more went by and then we were requested 
by the lender to travel to a location approximately an hour and a 
half away from our office for a meeting. At that meeting, the bank’s 
loan officers advised me, which was two gentlemen I had never met 
before in my life — they advised me that they were proceeding with 
foreclosure on all my lots we had with them. They did the same 
with the other builder remaining in the subdivision. At the time, 
we were current, we were making our interest payments. It was 
approximately 6 months from the initial loan request to when the 
meeting occurred. During the foreclosure process, we had continued 
interest in building pre-sale homes in this particular subdivision 
and begged our lenders to allow us to do a workout strategy, even 
giving them options for our company working through all the lots 
in an 18-month period. Many additional options were provided to 
the lender in an effort to avoid foreclosure. At one point, we re- 
ceived a response that the lender was not considering any options 
and that they were proceeding toward final foreclosure. Which for 
me at that time, when that happened, it hit me in the stomach and 
just took all the life out of me at that point, whereas they told me 
they were going to foreclose on a perfectly good subdivision. 

Of course, the impact on my company as a result of such a deci- 
sion has been close to impossible to overcome. The subdivision was 
our income producer during a difficult time. The actions by the 
lender stigmatized my company and myself as a result of the fore- 
closure proceedings and have made it nearly impossible to obtain 
financing on any scale for continued operations. I have tried to 
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work through my lots in inventory with additional lenders in a 
buildout program and have been fairly unsuccessful in that regard. 
And as kind of a side note there, I have had some small community 
lenders who have been creative in their approach to trying to work 
out buildout programs within the lots that we have with those 
small community builders. With the decision of our lenders to fore- 
close, we have lost two contracts to build pre-sales in that same lo- 
cation. We were forced also as a result of the loss of income, to lay 
off many employees. 

We have witnessed similar situations occur time after time in- 
volving many builders in our area and have read stories nationwide 
which contain similar components to ours. These lenders have 
taken away all opportunities for producing income from thousands 
of builders and in turn, loaded the home market with thousands 
upon thousands of bank owned homes. As we are now well aware, 
the banks then unload the homes at a significantly depressed price, 
driving down the existing home values. 

In closing, I would like to thank the committee for allowing me 
the opportunity to share my experiences today. I have done so in 
hopes that the citizens of this great Nation can gain an under- 
standing that they are not alone in their frustrations with banks 
and lenders. I feel as many small businessmen and women and 
homeowners do that decades of hard work and dedication were 
erased by a few inconceivable decisions by single individuals. 

Thank you very much. 

Mr. Kucinich. Thank you, Mr. Betsill. 

The Chair recognizes Mr. Rossetti. You may proceed for 5 min- 
utes. 

[The prepared statement of Mr. Betsill follows:] 
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U.S. House Committee on Oversight and Government Reform 
Domestic Policy Subcommittee 

“Examining the Continuing Crisis in Residential Foreclosures and the Emerging 
Commercial Real Estate Crisis: Perspectives from Atlanta.” 

November 2, 2009 

Statement of Jeff Betsili 

Chairman Kiicinich, Congressman Westmoreland, thank you for allowing me to share 
my experiences with you today. I would also like to thank the committee for taking the 
initiative to delve further into the problems that have plagued our industry for the past three 
years. I have spent many hours throughout the past three years speaking with a couple of my 
industry associates. Bob Gumming and Nick Patterson from California. They requested me to 
thank the Congressman Westmoreland on their behalf. 

My name is Jeff Betsili, and I have been in the residential construction industry for 
thirty five years. My father, Alex, was a carpenter and I grew up working alongside him, 
learning the trade from a very early age. From my father, I learned the value of hard work 
and commitment to any task undertaken. I learned to always include quality and do the right 
thing even if it costs you monetarily. My love for taking a vacant lot and coordinating 
materials and labor to produce a great home has always driven me to stay in homebuilding. 

I would appreciate you granting me a moment to focus on the word “home”. A home, 
at the most heartfelt definition, is a place where American’s raise families, share joys and 
share hurt. As a young builder, I would converse with home buyers that the purchase of a 
home was the best investment they would likely ever make. Owning a home is a start to 
sharing in each other’s lives. Of course, at the time, I believed the value of a home would 
always either maintain or increase in value. In the thirty two years preceding the experience 
we are all now a part of, 1 had never seen the value of a home decrease. I obviously did not 
understand the factors controlling my world. 
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So, where are we now? I sit before you today to discuss my experience tteoughout the 
downturn with a particular construction lender for my business. Unfortunately, and I hate to 
admit this, but early in my years of owning ray own company, I was not nearly as schooled in 
lending practices as I am today, I always believed that working hard, while considering the 
quality of the home and experience I was producing, would pay beneficial net results for all 
individuals involved. I would be misleading this Committee if I led it to believe I was an 
individual that completely understood what lenders (both construction and home loan) could 
and could not do. 

My hopes are that, by sharing ray experience with a particular lender to my 
organization and the effect their actions had not only on my own company, but the general 
population. The particular situation I am referring to began in a subdivision of close 
proximity to where we sit today. This subdivision was named as one of the top thirty best 
selling subdivisions in the Metro Atlanta Market. We began construction using funds lent 
from this lender in late 2004. Three builders made the builder group in this subdivision, and 
each builder, I would say, averaged approximately twenty-five homes per year thi'ough late 
2007. The margins we were able to get in this location were strong and we were building 
primarily on a pre-sale basis. It was truly our greatest source of income. 

In mid 2008, we had requests in for a couple of speculative loans and a couple of pre- 
sale construction loans with this lender. To approve the loan requests, the lender asked for 
routine information (financials, plans, budgets, etc.). In the prior years, approval was pretty 
much a guarantee in less than two to tteee weeks, especially at this subdivision. Well, 
approximately three weeks went by and we followed up for an update as to the loan requests. 
They requested additional, less typical, information. We provided the requested information 
and another month or so went by without approval. We then received a phone call from a 
loan officer we had known for many years, working for the bank. In the conversation with 
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him, he advised my company that our company’s loan portfolio was moved to the special 
assets division. Of coiu'se, I was completely shocked given the rate of sales and margins 
being achieved and questioned as to why. The loan officer went on to state that the bank was 
looking at ALL collateral in place prior to the beginning of the downturn as a “toxic asset”. 
Of course, this was the reason behind the loan portfolio being moved to the special assets 
division of the bank. With the move of the loan portfolio to special assets, we were told that 
nothing would change, just additional scratiny for each request. 

Additional scrutiny occurred of course, and we provided information on top of 
information. A few more weeks went by and we then were requested, by the lender, to travel 
to a location approximately an hour and a half from our office for a meeting. At that meeting, 
the banks loan officers advised me they were proceeding witli foreclosure on all lots we had 
with them. They did the same with the other builder remaining in the subdivision. At the 
time, we were current and making interest payments. It was approximately six months from 
the initial loan request to when the meeting occurred. During the foreclosure process, we had 
continued interest in building pre-sale homes and practically begged the lender to allow us a 
workout strategy, even given them an option for our company working through all lots in 
eighteen months. Many additional options were provided to the lender in an effort to avoid 
foreclosure, at one point we received a response that the lender was not considering any 
further options and they were proceeding to final foreclosure, 

Of course, the impact on my company as the result of such a decision has been close 
to impossible to overcome. The subdivision was our income producer during a difficult time. 
The actions by the lender stigmatized my company and myself as a re,sult of the foreclosure 
proceedings and have made it nearly impossible to obtain financing on any scale for my 
company to continue operations. I have tried to work thi'ough my lot inventory with my 
additional lenders in a build out program, and have been fairly unsuccessful in that regard. 
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With the decision of the lender to foreclose, we lost the two contracts to build pre-sale homes 
at the subdivision. We were also forced, as a result of the loss of income, to lay off many 
employees. 

We have witnessed similai' situations occur time after time involving many builders in 
our area, and have heard stories nationwide which contain similar components to ours. These 
lenders have taken away all opportunities for producing income from thousands of builders 
and ill turn, loaded the home market with thousands upon thousands of bank owned homes. 
The banks then unload the homes at significantly depressed prices, driving down existing 
home values further. 

In closing, I would like to thank the Committee for allowing me the opportunity to 
share my experience today. I have done so in hopes that the citizens of this great nation can 
gain an understanding that they are not alone in their frustrations with banks and lenders. My 
personal opinion is that fourteen years of hard work and dedication were erased by a few 
inconceivable decisions of one lender. 1 am sure millions of Americans feel the same way. 
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STATEMENT OF MICHAEL ROSSETTI 

Mr. Rossetti. Chairman Kucinich, Congressman Scott and my 
good friend Lynn Westmoreland, thank you very much. I appreciate 
the honor and the opportunity to testify before you on this ve^ 
critical and tenuous subject. It is my opinion that the relationship 
between banks and all small business must be healthy for our com- 
pany to begin to emerge from this economic hole we were in. 

I have been involved in the building business in some form or 
fashion since I was 12 years old. My father was a builder and it 
was he that gave me the insight and the training in this business. 
I am the president of Ravin Homes, Inc. and have been since its 
inception in 1982. There are 12 direct employees and hundreds of 
subcontractors that derive some or all of their livelihood from my 
company. In my 27 years of business, I can proudly say that I have 
never missed a payroll. 

As I am sure you are aware, the building business is a very cap- 
ital intensive business and the banks play a pivotal role in a build- 
er’s production capabilities. Even the most well-heeled builders 
must go to a bank and get construction loans to supplement their 
cash-flow until the home is purchased. In the past, lenders of all 
sizes would loan money to my company and assist with my produc- 
tion. Through the years, I have enjoyed great relationship with vir- 
tually all of my lenders, both large and small. They have included 
Bank of America, Regions Bank and Wachovia on the large bank 
end of the spectrum as well as the Bank of Georgia, the Bank of 
North Georgia and Southern Community Bank on the small bank 
side. Up until this downturn, it was relatively easy to do business 
with all of them if your credit was satisfactory. Sadly, this is not 
the case now. 

In general, the small banks, those with less than a billion dollars 
in assets, in my area have issues with capital requirements that 
regulators have declared are inadequate. Mr. Brannen mentioned 
that in his testimony. Due to this, they are unable to lend money 
to me for construction. I have two pre-sold homes that I have under 
construction in a Fayetteville subdivision that no one would lend 
me the money to build. I had to build them out of pocket. I have 
been to no less than eight banks in my quest to find financing and 
have not been successful. Virtually all of the small banks wanted 
to do the loans, however, due to regulatory risks, they could not. 

I must say that my relationship with the small banks is very 
positive concerning the existing loans that I have on their books. 
They are generally very cooperative with revising loan repayments 
to fit the current economic environment. Their attitude is that if 
there is any chance of their customer surviving this downturn, it 
is worthwhile to help them. Their attitude is closer to that of a 
partner rather than an adversary. This is not so with the big 
banks. 

Of the three largest banks I referenced, Wachovia is by far the 
best to deal with. And that is because I have a relationship with 
the lender, and have had it there for over 15 years. He respects my 
judgment and I his. On the other side of the spectrum. Regions 
Bank and Bank of America have been extremely difficult to deal 
with. Their attitude has been when the loans are due, they want 
to be paid off, or they threaten to proceed with a collection action. 
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The Bank of America has threatened to sweep proceeds of my sales 
closings to satisfy payments over and above a predetermined pay- 
off, even though the loan is performing. I am paying the interest, 
it is up to date, they are billing me the interest. They want to 
sweep all my proceeds and put my company out of business. If they 
pursue this action, that is what it will do, put my company out of 
business. In this case, as with most large banks, I am dealing with 
someone I have never met working out of Tennessee who knows 
nothing of my past relationship with Bank of America or my rep- 
utation in the industry. 

This demonstrates an attitude that is all too prevalent in the 
large bank environment. It seems that the TARP money that they 
received has been used to shore up their capital position and made 
it easier for them to foreclose and liquidate troubled loans rather 
than working with the borrowers. 

Again, I would like to thank you for your time and look forward 
to answering any questions you may have. 

Mr. Kucinich. I thank the gentleman. 

Mr. Greenlee, you are recognized. 

[The prepared statement of Mr. Rossetti follows:] 
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U.S. House Committee on Oversight and Government Reform 
Domestic Policy Subcommittee 

“Examining the Continuing Crisis in Residential Foreclosures and the Emerging 
Commercial Real Estate Crisis: Perspectives from Atlanta.” 

November 2, 2009 

Statement of V. Michael Rossetti 

Chairman Kucinich, Congressman Westmoreland and Members of the 
Committee, I sincerely appreciate the honor and the opportunity to testify before you on 
this very critical and tenuous subject. It is my opinion that the relationship between 
banks and small business must be healthy for our country to begin to emerge from this 
economic hole we are in. 

My name is V. Michael Rossetti and I have been involved in the building business 
in some form or fashion since I was 12 years old. My father was a builder and it was he 
that gave me the insight and the training in this business. I am the president of Ravin 
Homes, Inc. and have been since it’s inception in 1982, There are 12 direct employees 
and hundreds of subcontractors that derive some or all of their livelihood from my 
company. In my 27 years of business I can proudly say that I have never missed a 
payroll. 

As I am sure you are aware, the building business is very capitol intensive and 
banks play a pivotal role in a builder’s production capabilities, Even the most well 
heeled builders need to get temporaiy loans or construction loans to supplement their 
cash flow until the home is purchased. In the past, lenders of all sizes would loan money 
to my company to assist with my production. Through the years I have enjoyed a great 
relationship with virtually all of my lenders both large and small. They had included 
Bank of America, Regions Banlc and Wachovia on the large bank end of the spectrum as 
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well as The Bank of Georgia, The Bank of North Georgia and Southern Community 
Bank on the small bank side, Up until this downturn, it was relatively easy to do business 
with all of them if your credit was satisfactory. Sadly, this is not the case now. 

In general, the small banks (those with less than $1 billion of assets) in my area 
have issues with capitol requirements that regulators have declared are inadequate. Due 
to this they are unable to lend money to me for construction. 1 have two pre-soid homes 
in a Fayetteville subdivision under construction that no one could or would lend me the 
money to construct. I have been to no less than eight banks In my quest. Virtually all of 
the small banks wanted to do the loans however due to regulatory risks they couldn’t. 

I must say that ray relationship with small banks is very positive concerning the 
existing loans that I have on their books. They are very cooperative with revising 
loan repayments to fit the current economic environment. Their attitude is that if 
there is any chance of their customer surviving this downturn it is worthwhile to help 
him. Their attitude is closer to that of a partner rather than an adversary, This is not so 
with the big banks. 

Of the three largest banks I referenced, Wachovia is by far the best to deal 
with. My relationship is with a lender that I have known for 1 5+ years. He respects my 
judgment and I his. On the other side of the spectrum. Regions Bank and Bank of 
America have been extremely difficult to deal with. Their attitude has been when loans 
are due they want to be paid off or they tlu’eaten to proceed with a collection action. 

Bank of America has threatened to sweep proceeds of my sales closings to satisfy 
payments over and above a predetermined payoff, even though the loan is performing. If 
they pursue this action it will put me out of business. In this case (as with most lai'ge 
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banks) I am dealing with someone I have never met, working out of Tennessee who 
knows nothing of my past relationship with Bank of America or my reputation in the 
industry. 

This demonstrates an attitude that is all too prevalent in the large bank 
environment. It seems that the TARP money that they received has been used to shore 
up their capitol position and made it easier for them to foreclose and liquidate their 
“troubled loans” rather than working with the boiTower. 

Again, I would like to thank you for your time today and I look forward to 
answering any questions you may have. 
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STATEMENT OF JON D. GREENLEE 

Mr. Greenlee. Chairman Kucinich, Congressman Westmore- 
land, Congressman Scott, I appreciate the opportunity to appear 
before you today to examine several issues related to the hanking 
system. 

Although conditions in the financial markets have improved in 
recent months, significant stress persists and borrowing by busi- 
nesses and households has remained weak. 

The condition of the banking system is far from robust, as the 
economic downturn, increases in unemployment and weaknesses in 
real estate markets has resulted in significant loan quality prob- 
lems and losses in many banking organizations, many of whom are 
also challenged by subpar earnings and questions about capital 
adequacy. 

In Georgia, the performance of banking organizations has also 
deteriorated. Like their counterparts nationally, banks in Georgia 
have seen a steady rise in non-current loans and provisions for loan 
losses which have weighed on bank earnings and capital, and 25 
banks have failed in the State since the turmoil in the financial 
markets emerged more than 2 years ago. 

Substantial financial challenges remain for banking institutions 
both in Georgia and across the United States. In particular, some 
banks that have built up unprecedented concentrations in commer- 
cial real estate loans will be particularly affected by strained condi- 
tions in real estate markets. 

From a supervisory perspective, the Federal Reserve has been fo- 
cused on CRE exposures for some time. As economic conditions 
have deteriorated, we have devoted more resources to assessing the 
quality of CRE portfolios at institutions with large concentrations 
and have also significantly enhanced our system-wide training ef- 
forts. 

Last Eriday, Federal and State banking regulatory agencies 
issued additional inter-agency guidance on CRE loan restructurings 
and workouts. The development of this guidance was led by the 
Eederal Reserve and is designed to address concerns that examin- 
ers may not always take a balanced approach to assessments of 
CRE credit, particularly if banks were to restructure loans. This 
new guidance supports balanced and prudent decisionmaking with 
respect to loan restructuring and timely recognition of losses. 

At the same time, our examiners have observed incidents where 
banks have been close to acknowledging climbs in CRE project 
cash-flows and collateral values in their subsequent or potential 
loan reviews. As noted in the guidance, the expectation is that 
banks should restructure CRE loans in a prudent manner and not 
simply renew a loan in an effort to delay the loss recognition. 

Einally, the Eederal Reserve announced that starting in June 
2009, newly issued high-quality commercial mortgage bank securi- 
ties would be eligible collateral under the TALE program, followed 
by a more recent announcement that high quality legacy CMBS 
issued before January 1, 2009 would be eligible collateral under 
TALE beginning in July. The provision of TALE financing for high 
quality issued CMBS is consistent with other Eederal Reserve pro- 
grams designed to improve credit markets and support new lending 
for credit worthy properties. 
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In summary, it will take some time for the financial markets to 
fully recover. The Federal Reserve is committed to working with 
other banking agencies and the Congress to promote the concurrent 
goals of fostering credit availability in local communities across the 
country and promoting a safe and sound banking system. 

Accordingly, we thank the subcommittee for holding this impor- 
tant hearing and I look forward to your questions. 

[The prepared statement of Mr. Greenlee follows:] 
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Chairman Kucinich, Ranking Member Jordan, and members of the Subcommittee, I 
appreciate the opportunity to appear before you today to examine several issues related to the 
condition of the banking system. First, I will discuss credit conditions and bank underwriting 
standards, with a particular focus on commercial real estate (CRE), and I will briefly address 
conditions in the state of Georgia. I will then describe Federal Reserve activities to enhance 
liquidity and improve conditions in financial markets. Finally, 1 will discuss the ongoing efforts 
of the Federal Reserve to ensure the overall safety and soundness of the banking system, as well 
as actions taken to promote credit availability. 

Background 

The Federal Reserve has supervisory and regulatory authority for bank holding 
companies, state-chartered banks that are members of the Federal Reserve System (state member 
banks), and certain other financial institutions and activities. We work with other federal and 
state supervisory authorities to ensure safety and soundness of the banking industry, foster 
stability of the financial system, and provide for the fair and equitable treatment of consumers in 
financial transactions. The Federal Reserve is not the primary federal supervisor for the majority 
of commercial banks. Rather, it is the consolidated supervisor of bank holding companies, 
including financial holding companies, and conducts inspections of those institutions. 

The primary purpose of inspections is to ensure that the holding company and its 
nonbank subsidiaries do not pose a tlireat to the soundness of the company’s depository 
institutions. In fulfilling this role, the Federal Reserve is required to rely to the fullest extent 
possible on information and analysis provided by the appropriate supervisory authority of the 
company’s bank, securities, or insurance subsidiaries. The Federal Reserve is also the primary 
federal supervisor of state member banks, sharing supervisory responsibilities with state 
agencies. In this role, Federal Reserve supervisory staff regularly conduct on-site examinations 
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and off-site monitoring to ensure the safety and soundness of supervised state member banks. A 
key aspect of the supervisory process is evaluating risk-management practices. 

The Federal Reserve is involved in both regulation-establishing the rules within which 
banking organizations must operate-and supervision-ensuring that banking organizations abide 
by those rules and remain, overall, in safe and sound condition. Because rules and regulations in 
many cases cannot reasonably prescribe the exact practices each individual bank should use for 
risk management, supervisors design policies and guidance that expand upon requirements set in 
rules and regulations and establish expectations for the range of acceptable practices. 

Supervisors rely extensively on these policies and guidance as they conduct examinations and 
assign supervisory ratings. 

Beginning in the summer of 2007, the U.S. and global economies entered a period of 
intense financial turmoil that has presented significant challenges for the financial services 
industry. These challenges intensified in the latter part of 2008 as the global economic 
environment weakened further. As a result, parts of the U.S. banking system have come under 
severe strain, with some banking institutions suffering sizable losses. The number of bank 
failures has also risen this year. 

Conditions in Financial Markets and the Economy 

Although conditions and sentiment in financial markets have improved in recent months, 
significant stress and weaknesses persist. Corporate bond spreads remain high by historical 
standards as both expected losses and risk premiums remain elevated. Encouragingly, economic 
growth moved back into positive territory last quarter, in part reflecting a pickup in consumer 
spending and an increase in residential investment. However, the unemployment rate has 
continued to rise, reaching 9.8 percent in September. 



161 


-3- 

In this environment, borrowing by businesses and households has remained weak. The 
available data suggest that household and nonfinancial business debt likely decreased in the third 
quarter after having contracted in the first half of the year. For households, residential mortgage 
debt and consumer credit fell sharply in the first half of the year, and the decline in consumer 
credit continued in July and August. Nonfinancial business debt also decreased modestly in the 
first half of 2009 and appears to have contracted further in the third quarter as net decreases in 
commercial paper outstanding and bank loans more than offset solid net issuance of corporate 
bonds. 

Loans outstanding at depository institutions fell in the second quarter of 2009. In 
addition, the Federal Reserve’s weekly bank credit data suggest that bank loans to households 
and to nonfinancial businesses contracted sharply in the third quarter as well, These declines 
reflect the fact that weak economic growth can both dampen demand for credit and lead to 
tighter credit supply conditions. Tighter credit conditions are especially challenging for small 
businesses, which tend to rely more heavily on despository institutions for credit. There are 
more than 27 million small businesses nationally that employ about half of the nation’s private- 
sector workforce and these businesses have approximately $1 trillion in debt. In a recent 
National Federation of Independent Business survey, small businesses reported that credit 
conditions were about as tight as in previous recessions; at the same time, their main economic 
concern was lower sales. 

Results from the Federal Reserve’s Senior Loan Officer Opinion Survey on Bank 
Lending Practices in July indicate that both the availability and demand for bank loans are well 
below pre-crisis levels. In July, more banks reported tightening their lending standards on 
consumer and business loans than reported easing, although the degree of net tightening was well 
below levels reported last year. Almost all of the banks tliat tightened standards indicated 
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concems about a weaker or more uncertain economic outlook, and about one-third of banks 
surveyed cited concerns about deterioration in their own current or future capital positions. The 
survey also indicated that demand for consumer and business loans had weakened further. 

Indeed, decreased loan demand from creditworthy borrowers was the most common explanation 
given by respondents for the contraction of business loans this year. 

Loan quality deteriorated significantly for both large and small institutions during the 
second quarter of this year. At the largest 50 bank holding companies, nonperforming assets 
climbed more than 20 percent, raising the ratio of nonperforming assets to 4.3 percent of loans 
and other real estate owned. Most of the deterioration was concentrated in residential mortgage 
and construction loans, but commercial, CRE, and credit card loans also experienced rising 
delinquency rates. Results of the banking agencies’ Shared National Credit review, released in 
September, also document significant deterioration in large syndicated loans, signaling likely 
further deterioration in commercial loans. ' At community and small regional banks, 
nonperforming assets increased to 4.4 percent of loans at the end of the second quarter, more 
than six times the level for this ratio at year-end 2006, before the financial crisis began. Home 
mortgages and CRE loans accounted for most of the increase, but commercial loans have also 
shown marked deterioration during recent quarters. 

As a result, credit losses at banking organizations continued to rise, and banks face risks 
of sizable additional credit losses given the outlook for production and employment. In addition, 
while the year-on-year decline in housing prices slowed in the second quarter, continued 
adjustments in the housing market suggest that foreclosures and mortgage loss severities are 
likely to remain elevated. Moreover, the value of both existing commercial properties and land, 

‘ See Board of Governors of the Federal Reserve System, Federal Deposit Insurance Corporation, Office of the 
Comptroller of the Currency, and Office of Thrift Supervision (2009), “Credit Oualitv Declines in Annual Shared 
National Credits Review .” joint press release, September 24. 
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which collateralize commercial and residential development loans, have declined sharply in the 
first half of this year, suggesting that banks are vulnerable to significant further deterioration in 
their CRE loans. In sum, banking organizations continue to face significant challenges, and 
credit markets are far from fiilly healed. 

Performance of the Banking System 

Despite these challenges, the stability of the banking system has improved since last year. 
Many financial institutions have raised significant amounts of capital and have achieved greater 
access to funding. Importantly, through the rigorous Supervisory Capital Assessment Program 
(SCAP) stress test conducted by the banking agencies earlier this year, some institutions 
demonstrated that they have the capacity to withstand more-adverse macroeconomic conditions 
than are expected to develop and have repaid the government’s Troubled Asset Relief Program 
(TARP) investments.^ Depositors’ concerns about the safety of their funds during the immediate 
crisis last year have also largely abated. As a result, financial institutions have seen their access 
to core deposit funding improve. 

However, the condition of the banking system is far from robust. Two years into a 
substantial economic downturn, loan quality is poor across many asset classes and, as noted 
earlier, continues to deteriorate as weakness in housing markets affects the perfonnance of 
residential mortgages and construction loans. Higher loan losses are depleting loan loss reserves 
at many banking organizations, necessitating large new provisions that are producing net losses 
or low earnings. In addition, although capital ratios are considerably higher than they were at the 
start of the crisis for many banking organizations, poor loan quality, subpar earnings, and 
uncertainty about future conditions raise questions about capital adequacy for some institutions. 

^ For more infomiation about the SCAP, see Ben S. Bemanke (2009), “The Sunervi.sorv Capital As.se.ssment 
Program .’’ speech delivered at the Federal Reserve Bank of Atlanta 2009 Financial Markets Conference, held in 
Jekyll Island, Ga., May 11, www.federalrcserve.gov/newsevent&'speech/bemanke2009051 la.htra, 
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Diminished loan demand, more-conservative underwriting standards in the wake of the crisis, 
recessionary economic conditions, and a focus on working out problem loans have also limited 
the degree to which banks have added high-quality loans to their portfolios, an essential step to 
expanding profitable assets and thus restoring earnings performance. 

In Georgia, the performance of banking organizations has deteriorated significantly over 
the past several quarters as the region’s real estate expansion reversed course. Like their 
counterparts nationally, Georgia banks have seen a steady rise in non-current loans and 
provisions for loan losses, which have weighed on bank earnings and capital. Since the turmoil 
in financial markets emerged more than two years ago, 25 banks in Georgia have failed. 

Notably, almost all of the banks that have failed in Georgia thus far were located in the metro- 
Atlanta market and had a high percentage of total loans in land acquisition, development, and 
construction. Most of the lending activity at these failed banks was related to the region’s 
housing boom in the first half of this decade. Also of note, many of the failed banks relied 
heavily on brokered deposit funding to support what had been very strong asset growth. At the 
end of 2007, the average ratio of brokered deposit funds was 1 3 percent at banks in tlie state of 
Georgia, compared to just 7 percent at the national level. 

It is clear that substantial financial challenges remain for banking institutions, both in 
Georgia and across the United States. In particular, some large regional and community banking 
firms that have built up unprecedented concentrations in CRE loans will be particularly affected 
by emerging conditions in real estate markets. 

Current Conditions in Commercial Real Estate Markets 

The Federal Reserve has been focused on CRE exposures at supervised institutions for 
some time. As part of our supervision of banking organizations in the early part of this decade, 
we observed rising CRE concentrations, especially in some large regional and community 
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banking firms. Given the central role that CRE lending played in the banking problems of the 
late 1980s and early 1990s, we led an interagency effort to develop supervisory guidance on 
CRE concentrations. The guidance was finalized in 2006 and published in the Federal Register 
in early 2007. In that guidance, we emphasized our concern that some institutions’ strategic-and 
capital-planning processes did not adequately recognize the risks arising from their CRE 
concentrations. We stated that institutions actively involved in CRE lending should perform 
ongoing assessments to identify and manage concentrations through stress testing and similar 
exercises were needed to identify the potential impact of adverse market conditions on earnings 
and capital. 

As weaker housing markets and deteriorating economic conditions have impaired the 
quality of CRE loans at supervised banking organizations, the Federal Reserve has devoted 
significantly more resources to assessing the quality of regulated institutions’ CRE portfolios. 
These efforts include monitoring the impact of declining cash flows and collateral values, as well 
as assessing the extent to which banks have been complying with the CRE guidance. Reserve 
Banks that are located in more adversely affected geographic areas have been particularly 
focused on evaluating exposures arising from CRE lending. We have found, through horizontal 
reviews and other examination activities, that many institutions would benefit from portfolio- 
level stress testing, improved management information systems, and more robust appraisal 
practices. Additionally, some institutions need to improve their understanding of how single- 
name, sectoral and geographic concentrations can impact capital levels during downturns. 

Prices of existing commercial properties have already declined substantially from the 
peak in 2007 and will likely decline further. As job losses have accelerated, demand for 
commercial property has declined and vacancy rates have increased. The higher vacancy levels 
and significant decline in the value of existing properties have placed particularly heavy pressure 
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on construction and development projects that do not generate income until after completion. 
Developers typically depend on the sales of completed projects to repay their outstanding loans, 
and with prices depressed amid sluggish sales, many developers are finding their ability to 
service existing construction loans strained. 

As a result. Federal Reserve examiners are reporting a sharp deterioration in the credit 
performance of loans in banks’ portfolios and loans in commercial mortgage-backed securities 
(CMBS). At the end of the second quarter of 2009, approximately $3.5 trillion of outstanding 
debt was associated with CRE, including loans for multifamily housing developments. Of this, 
$1.7 trillion was held on the books of banks and thrifts, and an additional $900 billion 
represented collateral for CMBS, with other investors holding the remaining balance of $900 
billion. Also at the end of the second quarter, about 9 percent of CRE loans in bank portfolios 
were considered delinquent, almost double the level of a year earlier, ^ Loan performance 
problems were the most striking for construction and development loans, especially for those that 
financed residential development. More than 16 percent of all construction and development 
loans were considered delinquent at the end of the second quarter. 

Of particular concern, almost $500 billion of CRE loans will mature during each of the 
next few years. In addition to losses caused by declining property cash flows and deteriorating 
conditions for construction loans, losses will also be boosted by the depreciating collateral value 
underlying those maturing loans. The losses will place continued pressure on banks’ earnings, 
especially those of smaller regional and community banks that have high concentrations of CRE 
loans. 

The current fundamental weakness in CRE markets is exacerbated by the fact that the 
CMBS market, which previously had financed about 30 percent of originations and completed 

- The CRE loans considered delinquent on banks’ books were non-owner-occupied CRE loans that were 30 days or more past 
due. 
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construction projects, has remained closed since the start of the crisis. Delinquencies of 
mortgages backing CMBS have increased markedly in recent months. Market participants 
anticipate these rates will climb higher by the end of this year, driven not only by negative 
fundamentals but also by borrowers’ difficulty in rolling over maturing debt. In addition, the 
decline in CMBS prices has generated significant stresses on the balance sheets of financial 
institutions that must mark these securities to market, further limiting their appetite for taking on 
new CRE exposure. 

Federal Reserve Activities to Help Revitalize Credit Markets 

The Federal Reserve, along with other government agencies, has taken a number of 
actions to strengthen the financial sector and to promote the availability of credit to businesses 
and households. In addition to aggressively easing monetary policy, the Federal Reserve has 
established a number of facilities to improve liquidity in financial markets. One such program is 
the Term Asset-Backed Securities Loan Facility (TALF), which was announced in November 
2008 to facilitate the extension of credit to households and small businesses. 

Before the crisis, securitization markets were an important conduit of credit to the 
household and business sectors; some have referred to these markets as the “shadow banking 
system.” Securitization markets (other than those for mortgages guaranteed by the government) 
closed in mid-2008, with most of the issuance since that time importantly dependent on 
government support. Under the TALF, eligible investors may borrow to finance purchases of the 
AAA-rated tranches of various classes of asset-backed securities. The program originally 
focused on credit for households and small businesses, including auto loans, credit card loans, 
student loans, and loans guaranteed by the Small Business Administration. More recently, 
investors have also been able to use the TALF to purchase both existing and newly issued 
CMBS, which were included to help mitigate the refinancing problem in that sector. 
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The TALF has had some success in restarting securitization markets. Rate spreads for 
asset-backed securities have declined substantially, and there is some new issuance that does not 
depend on the facility. By improving credit market functioning and adding liquidity to the 
system, the TALF and other programs have provided critical support to the financial system and 
the economy. 

Availability of Credit 

The Federal Reserve has long-standing policies in place to support sound lending and 
credit intermediation. Guidance issued during the CRE downturn in 1991 and in effect today 
instructs examiners to ensure that regulatory policies and actions do not inadvertently curtail the 
availability of credit to sound borrowers.^ This guidance also states that examiners should 
ensure that loans are being reviewed in a consistent, prudent, and balanced fashion to prevent 
inappropriate downgrades of credits. It is consistent with guidance published in early 2007 that 
addressed risk management of CRE concentrations. The 2007 guidance states that institutions 
that have experienced losses, hold less capital, and are operating in a more risk-sensitive 
environment are expected to employ appropriate risk-management practices to ensure their 
viability.’ 

We are currently in the final stages of developing interagency guidance on CRE loan 

restructurings and workouts. Banks have raised concerns that Federal Reserve examiners are not 

always taking a balanced approach to the assessment of CRE loan restructurings. At the same 

time, our examiners have observed incidents where banks have been slow to acknowledge 

^ See Board of Governors of the Federal Reserve System, Division of Banking Supervision and Regulation (1991), 
“Interagency Examination Guidance on Commercial Real Estate Loans,’’ Supervision and Regulation Letter 
SR 91-24 (November 7), www.federalreserve.gov/Bo3rdDocsi'SRLetters-n991/SR9124.1itin : and Office of the 
Comptroller of the Currency, Federal Deposit Insurance Corporation, Federal Reserve Board, and Office of Thrift 
Supervision (1991), “Interagency Policy Statement on the Review and Classification of Commercial Real Estate 
Loans "joint policy statement, November 7,www.fedcraireserve.gov/BoardDoQs/SRLetters/1991/SR9124al.pdf. 

^ See Board of Governors of the Federal Reserve System, Division of Banking Supervision and Regulation (2007), 
“Interagency Guidance on Concentrations in Commercial Real Estate,” Supervision and Regulation Letter SR 07- 1 
(January 4), www.federaIreserve.gov/boarddocs/srletters/2007/SR0701, htm. 



169 


- 11 - 

declines in CRE project cash flows and collateral values in their assessment of potential loan 
repayment. This new guidance supports balanced and prudent decisionmaking with respect to 
loan restructuring, accurate and timely recognition of losses, and appropriate loan classification. 
The guidance reiterates that classification of a loan should not be based solely on a decline in 
collateral value, in the absence of other adverse factors, and that loan restructurings are often in 
the best interest of both the financial institution and the borrower. The expectation is that banks 
should restructure CRE loans in a prudent manner, recognizing the associated credit risk, and not 
simply renew a loan in an effort to delay loss recognition. 

Prudent real estate lending depends upon reliable and timely information on the market 
value of the real estate collateral. This has been a cornerstone of the regulatory requirements for 
real estate lending and is reflected in the agencies’ appraisal regulations. In that regard, the 
Federal Reserve requires its regulated institution to have real estate appraisals that meet 
minimum appraisal standards, including the Uniform Standards of Professional Appraisal 
Practice, and contain sufficient information to support the institution’s credit decision. Over the 
past several years, the Federal Reserve has issued several appraisal-related guidance documents 
to emphasize the importance of a bank’s appraisal function and the need for independent and 
reliable appraisals. More recently, the Federal Reserve and the other federal agencies issued a 
proposal to revise the Interagency Appraisal and Evaluation Guidelines, which is expected to be 
finalized in the coming months. These guidelines reinforce the importance of sound appraisal 
practices. 

Given the lack of market sales in many markets and the predominant number of 
distressed sales in the current environment, regulated institutions face significant challenges 
today in assessing the value of real estate. We expect institutions to have policies and 
procedures for obtaining new or updated appraisals as part of their ongoing credit review. An 
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institution should have appraisals or other market information that provide appropriate analysis 
of the market value of the real estate collateral and reflect relevant market conditions, the 
property’s current “as is” condition, and reasonable assumptions and conclusions. Bank 
examiners generally will not challenge an institution’s appraisal and other collateral valuation 
information that are based on well-supported analysis. 

Guidance issued in November 2008 by the Federal Reserve and the other federal banking 
agencies also encouraged banks to meet the needs of creditworthy borrowers in a manner 
consistent with the principles of safety and soundness while taking a balanced approach in 
assessing borrowers’ ability to repay and making realistic assessments of collateral valuations.* 

In addition, the Federal Reserve has directed examiners to be mindful of the effects of excessive 
credit tightening in the broader economy, and we have implemented training for examiners and 
outreach to the banking industry to underscore these intentions. We are aware that bankers may 
become overly conservative in an attempt to ameliorate past weaknesses in lending practices, and 
we are working to emphasize that it is in all parties’ best interests to continue making loans to 
creditworthy borrowers. 

Conclusion 

While financial market conditions in the United States have improved notably over the 
past year, the overall environment continues to be somewhat strained, and some geographic areas 
like the Southeast are experiencing more difficultly than others. The Federal Reserve, working 
with the other banking agencies has acted~and will continue to act-to ensure that the banking 
system remains safe and sound and is able to meet the credit needs of our economy. We have 
aggressively pursued monetary policy actions and have provided liquidity to help repair the 

* See Board of Governors of the Federal Reserve System, FDIC, Office of the Comptroller of the Currency, and 
Office of Thrift Supervision (2008), “Interagency Statement on Meeting the Needs of Creditworthy Borrowers," 
joint press relea.se, November 12, www.federalreserve.govMewseveiits/press/bcreg/2008 1 1 1 2a.htm, 
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financial system. In our supervisory efforts, we are mindful of the risk-management deficiencies 
at banking institutions revealed by the financial crisis and are ensuring that institutions develop 
appropriate corrective actions. 

It will take some time for the banking industry to work through this current set of 
challenges and for the financial markets to fully recover. In this environment, the economy will 
need a strong and stable financial system that can make credit available. We want banks to 
deploy capital and liquidity, but in a responsible way that avoids past mistakes and does not 
create new ones. The Federal Reserve is committed to working with other banking agencies and 
the Congress to promote the concurrent goals of fostering credit availability and a safe and sound 
banking system. 

Thank you again for your invitation to discuss these important issues at today’s hearing. 

I would be happy to answer any questions that you may have. 
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Mr. Kucinich. I thank the gentleman. We are now going to go 
to questions of the witnesses and I am going to extend a courtesy 
to Mr. Westmoreland to lead off the questioning for 5 minutes. 

Mr. Westmoreland. Thank you. Mr. Greenlee, do you see — since 
this hearing has been announced and even before that, I got calls 
from bankers, community bankers basically, that came to my office 
and said look, we need some help. You know, we have the Federal 
Reserve, the FDIC, telling us we need to get TARP money, we are 
right in the middle of capital raising, we applied for TARP and 
then got turned down, which killed our ability to raise capital. And 
the regulators are the ones that told us to apply for the TARP 
money. 

I mean, we are creating a snowball and I do not care if you talk 
to Mr. Rossetti, Mr. Betsill, Mr. Brannen, Mr. Schneggenburger, 
Ms. Redmond or whatever, we are creating a snowball with the 
TARP money. I mean, TARP was intended to free up credit. Credit 
has not been freed up. It was there to set a floor to these assets, 
there has been no floor set. It is being used by the big banks to 
take advantage of the smaller banks and individuals. 

Now the Federal Reserve needs to step in at some point and do 
something with this. I am very sorry that no one is here from the 
FDIC. Mr. Greenlee, do you see anything that the Federal Reserve 
can do to help these banks? The regulators that are coming into 
these community banks especially, they have no idea about commu- 
nity banking. I am saying none of them have ever been in commu- 
nity banking. And so we are in the process of snowballing the ef- 
fect, the reverse effect, of what this TARP money was actually sup- 
posed to do. Is the Federal Reserve doing anything to free up cred- 
it? 

Mr. Greenlee. Thank you for your comments. Congressman 
Westmoreland. 

We have, over the past few years, have also heard concerns about 
what examiners are doing in the field and concerns about consider- 
ing locality in our examination process in that examiners may not 
always be taking a fair and balanced approach to reviewing in par- 
ticular commercial real estate loans. So we began an effort in early 
2008 to strengthen and enhance our training for all our Federal 
Reserve examiners to make sure they understood what our guid- 
ance was, what our expectations were. In November 2008, we 
issued inter-agency guidance that encouraged banks to extend cred- 
it, make credit available for credit worthy borrowers and I think 
our last action consistent with that is the guidance we issued last 
Friday to try to address the concerns that we have heard that ex- 
aminers may be going too far, not recognizing the borrower’s ability 
to repay a particular loan. That is our longstanding policy and we 
thought it was an appropriate time to issue that guidance. 

Mr. Westmoreland. I hate to interrupt you, but you heard testi- 
mony from two people today that were current with their loan pay- 
ments, they were not behind in their loan payments. But because 
of regulations where these banks were told — and Mr. Brannen tes- 
tified to this — they were told to reduce the real estate portfolios. 
Then when the people that had the loans could not produce the ad- 
ditional equity, even though they were not behind in their loans. 
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they became toxic assets and the snowball just rolled on down the 
hill. Have you all not seen that? 

Mr. Greenlee. Well, it is difficult to, you know, go into each of 
these situations because I do not have all the facts in front of me 
on the particular situations. As I noticed 

Mr. Westmoreland. Well, if you can just tell me what you are 
doing to free up credit. What is the Federal Reserve doing today 
to free up credit? And I know you probably do not have time today 
but if you could just send me a note and Mr. Kucinich a note, Mr. 
Scott a note and let me know what you are doing to free up credit, 
so we can tell some of these people that the Federal Reserve is ac- 
tually doing something to try to free it up. 

Mr. Brannen, I want to mention to you some regulations. I know 
that capital that you used to have to have on hand used to be 
what, 6 percent? And it went to 12 percent? 

Mr. Brannen. It is according to what kind of capital you are 
talking about. 

Mr. Westmoreland. OK. I am talking about the money that you 
have to have in reserve. 

Mr. Brannen. Six and 10. It’s tier one and tier two. My friend 
from the Fed can give you the exact numbers. 

Mr. Westmoreland. As to how much capital you have to have? 
They are making a lot of banks both increase the capital that they 
have 

Mr. Brannen. That is correct. 

Mr. Westmoreland [continuing]. And reduce their real estate 
portfolios. 

Mr. Brannen. That is correct. 

Mr. Westmoreland. Is it not true that most banks do not make 
a lot of money off free checking? 

Mr. Brannen. No, sir. 

Mr. Westmoreland. And so, I mean, listen, I understand, but 
we have to have the credit market freed up. Would you not agree 
that has been the cause of some of these bank failures, is the fact 
that they were not — or they put so much pressure on some of their 
borrowers that they ended up losing them? 

Mr. Brannen. Absolutely. You are absolutely right. And both Mr. 
Betsill and Mr. Rossetti pointed out exactly the problems that you 
and I have talked about many, many times about how difficult it 
is. The banks are being told — it is numbers driven. If your asset 
concentration is more than what some number out of Washington 
says it is in real estate, then you have to get below that number. 

Mr. Westmoreland. Even if they are performing. 

Mr. Brannen. Even if they are performing numbers. And in a 
market like Georgia, fast-growing, positively growing State like our 
State, and you see those numbers — we have been above — the aver- 
age-numbers in Georgia have been above the guidance numbers for 
years. So now we are being told to forget those numbers, get back 
below what that guidance was. That guidance has now become 
hard fact and they are forcing the banks to reduce their concentra- 
tion level. And this is the result. This is exactly the result. It is 
not what — I do not think the regulators mean for that to happen, 
but that is the result of it. 

Mr. Westmoreland. OK, thank you, Mr. Chairman. 
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Mr. Kucinich. I thank the gentleman. 

The Chair recognizes Mr. Scott for 5 minutes. 

Mr. Scott. Thank you very much. 

Mr. Greenlee, let me — each time that your boss has come before 
our Financial Services Committee, Chairman Bernanke, the ques- 
tion has been put to him by myself, why we cannot use TARP 
money to help these banks, the community banks. And each time, 
Mr. Geithner will come before our committee. Then before that, 
when we were putting the $700 billion package together the first 
time and I asked why can we not set 2 or 3 percent of this aside, 
of this TARP money, to help prevent home foreclosures and get 
money down so people can stay in their homes. Secretary Paulson 
at that time said we can only use this to buy troubled assets, we 
cannot use this for anything but buy toxic assets. And we left and 
went home that Friday. By Monday, when we got back, all of a 
sudden we could use that TARP money to bailout the automobile 
companies, to do other things and almost everything but buy toxic 
assets that the program was aimed at. 

So I would like for you to make sure that — we need help in get- 
ting money and capital down to these struggling community banks, 
especially here in Georgia. Georgia is the epicenter, the fact that 
we have 25 banks in Georgia to close in the last 12 months is unac- 
ceptable and I want to enlist your help for this committee. You 
have heard Mr. Brannen, you have heard the committee and our 
sentiment. We need to get the TARP money. J.P. Morgan Chase, 
others are paying their TARP money back. They not only are pay- 
ing it back, but they are paying with interest. Even if we could just 
say let us put the interest in a pool to get down to the community 
bankers. So I just want to stress to you that you will convey the 
sentiments of this hearing as well as the other things that Mr. 
Westmoreland asked for you to do in communicating with us, and 
see if we cannot get some benefit out of this hearing, that we can 
put some energy behind both the Fed and the Treasury to get on 
our side of getting some TARP down to the banks. 

Now Joe, Mr. Brannen — I am so used to talking to you that 
way — for some that may not know, this is my old Rules Committee 
chair, chaired the Rules Committee in the Senate, was in his office 
many times. You have heard some of the complaints here. Ms. 
Redmond gave a very touching — and we have had so many exam- 
ples. What is your reaction to her testimony? I mean as the head 
of the banking association, I know you all do not get directly into 
it, but I would just like, because we are getting a lot of this kind 
of testimony and I just wanted to know your reaction to this. What 
do you say about her testimony? 

Mr. Brannen. If you would regulate companies like she talked 
about, those companies that are flying high with essentially no reg- 
ulation. 

Mr. Scott. For the record, would you give the name of that com- 
pany? I had never heard of it. What was the name of the company? 

Ms. Redmond. Diversified Mortgage. 

Mr. Scott. What was Saxton? 

Ms. Redmond. Saxon Mortgage was the name. 

Mr. Scott. But they are no longer in business? 

Ms. Redmond. No, Saxon is still in business. 
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Mr. Scott. OK, they are still in business. 

Ms. Redmond. Yes, that is the one I am with right now. 

Mr. Scott. Are you familiar with that, Mr. Brannen? 

Mr. Brannen. I have never heard of it; no, sir, I have not. Our 
view is if you would regulate those unregulated mortgage compa- 
nies to the same extent you regulate the traditional commercial 
banks, then most of that would be solved. To hear those stories are 
just heart wrenching to know that here is someone who worked as 
hard as she worked on her own, did what she was supposed to do 
and be treated by an unregulated lender like she is, is just out- 
rageous. We want her in our lobby and hopefully we can join the 
chairman in working with her. 

Mr. Scott. I want to get back also to your point, what is the 
breakdown 

Mr. Kucinich. The gentleman’s time has expired, but you can 
ask your question and Mr. Brannen can answer. 

Mr. Scott [continuing]. Of the three major barriers to getting 
TARP money, from your perspective? I know that many banks, sev- 
eral have called our office, they have been denied. What are the 
three barriers? 

Mr. Brannen. It was not transparent. We have no idea what the 
application process was and who would qualify. So some trans- 
parency from the Treasury Department on what it takes to qualify, 
so we would know who should apply for it. 

Second is the bar was set so high on what was in the bank’s port- 
folios already, especially in the metropolitan Atlanta area, on real 
estate, they got disqualified immediately. 

And third, they were not allowed to count the investment after 
they got the TARP on whether or not they would be a viable insti- 
tution. They said you are not viable now, so we are not going to 
give it. With that TARP, they would have been viable and some of 
fiiose banks would be open today and some that are struggling will 
be open if we can get that. 

Mr. Scott. Thank you very much. 

Mr. Kucinich. I thank the gentleman for his questions. 

I want to start my 5 minute period. Mr. Greenlee, there has been 
a bit of attention paid today to credit that is too tight and bailouts 
for big banks. The Federal Reserve is now paying interest on excess 
required reserves and the Fed will pay interest on those reserves 
for many years into the future. Is that practice not going to be an 
ongoing subsidy to big banks? And how much is that subsidy going 
to be worth over the next 10 years — $50 billion, $100 billion? 

Mr. Greenlee. I am not aware if there is a subsidy from that. 
There was a regulation passed to allow banks to earn, you know, 
interest paid by the Fed on excess reserves. That was, unfortu- 
nately, not something in my banking supervision role. 

Mr. Kucinich. I am going to read you something from a recent 
analysis of the role of the Fed in the financial collapse. This is from 
an article in the New York Review of Books, it is on the stands 
right now. 

“In many cases, there were relevant regulations that might have 
been used and were disregarded. The Federal Reserve, for example, 
had the authority to investigate the risks posed by different kinds 
of mortgages. One of the Governors, Edward M. Gramlich, publicly 
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urged such an inquiry in the early 2000’s but Alan Greenspan, 
then chairman, rejected his advice. Commercial banks also had off- 
balance sheet subsidiaries, known as structured investment vehi- 
cles, that enabled them to invest aggressively with low levels of 
capital. The Fed could have investigated or more closely restricted 
these entities, but it did not.” 

Your comment, please. 

Mr. Greenlee. Mr. Chairman, we have studied these issues 
closely. We have enacted rules to address the unfair and deceptive 
practices and in terms of the off balance sheet entities, we have 
closely looked at those. Many of them have come back onto the 
banks’ balance sheets. We have looked at how they have been 
structured. We are trying to think of what appropriate capital rules 
need to be going forward to adjust those kinds of things. 

Mr. Kucinich. One of the things that bothers me, with all due 
respect, is that right now the Fed is looking at trying to gain more 
oversight responsibility. There is legislation trying to make that 
happen. And even in your brief answer, what I did not see, I did 
not hear, was any accountability whatsoever. It is kind of mysteri- 
ous how the Fed can simultaneously be an invisible hand and then 
when the hand goes in the wrong direction, that hand did not exist. 

So I just thought I would — this will be an ongoing discussion be- 
tween me and the Fed, you can bet. 

I just want to conclude by asking Ms. Redmond, you are a col- 
lege-educated woman who was talked into signing a mortgage loan 
document that you did not want and then affirmatively told by 
your mortgage lender to stop making your monthly payments. 

What advice would you give to others who are facing what you 
faced? 

Ms. Redmond. Just do not give up, keep calling, talking to dif- 
ferent people to make sure you understand what exactly is being 
put in front of you. As I said before, I will never make this mistake 
again but just read everything. Hopefully, the RRC counseling will 
help individuals to kind of know what they are signing. I have done 
this like five times or six times with my previous house. You know, 
I have always trusted the mortgage company to do everything and 
never had no problem like this. But like I said, my case is clearly — 
I had a 3.7 LIBOR and it went to 7.3. If I saw the word LIBOR, 
I would not sign it. I did not hear that from them. 

Mr. Kucinich. I thank you very much for your testimony, as I 
thank all the witnesses here. We have concluded the testimony of 
the witnesses, but I am going to use my discretion as Chair to ask 
Mr. Westmoreland if he would like to make a brief closing state- 
ment. You may proceed right now. 

Mr. Westmoreland. Thank you, Mr. Chairman. Ms. Redmond, 
you are not by yourself, we hear cases like that every day and it 
is a real shame when people get to the closing table and the deal 
has been changed. And that is really against the law, we need to 
be doing more with that. 

Let me just say this, that, you know, a lot of people that are in 
our regulatory institutions in Washington, they need to get out 
more. They need to come walk around a town square and they need 
to walk through some of these neighborhoods and they need to talk 
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to people and get some real life experiences about what is going on 
in the country. 

The other thing is that with the 100 banks that we have had fail 
in the United States, it has been projected that is going to cost us 
over $100 billion over 4 years — $100 billion. If we had taken and 
just given $20 million to each one of those failing banks, they 
would probably be in business today. So if we can take these regu- 
lators that go out and say we need to reduce your real estate port- 
folio by 25 percent, we need to up your capital by $5 million — if we 
could say, OK, you know what, we are going to give you that 
money, we are going to loan you that money and we are going to 
give you 18 months or 2 years to come out from this, they can 
gradually do it, rather than get this 90 day cease and desist, sell 
the stuff at a fire sale and cause everybody’s property values to get 
hurt. I hope the Federal Reserve will look at something like that. 

Mr. Chairman, I think it has come to our attention today listen- 
ing to some of the testimony that some of these regulations have 
been enforced when they want to be and how they want to be, with 
no consistency in how these regulations have been administered to 
these banks. It is picking and choosing, picking winners and losers 
and we have to stop that. 

And again, I want to thank all the witnesses, both panels, that 
were here to testify today. I hope that this is just not a hearing 
where we came to talk, but it is a hearing where we came to learn 
the facts and we can try to do some appropriate legislation to fix 
some of these problems that have been identified today. 

Again, Mr. Chairman, I want to thank you for your willingness 
to come to Atlanta and let us hold this hearing. So thank you. 

Mr. Kucinich. Thank you. Congressman Westmoreland. 

The Chair recognizes Congressman Scott for concluding remarks. 

Mr. Scott. Thank you so much, Mr. Chairman. I want to thank 
you for hosting this hearing, it has been very informative, been 
very productive and I certainly appreciate your leadership, the 
leadership of my colleague from Georgia Mr. Westmoreland in this. 

Let me just say that as one serving on the Financial Services 
Committee, this has been extraordinarily enlightening for me. And 
we have two programs out working now, as I think everybody 
knows, we talked about, the Making Home Affordable Program 
that we have out to address the foreclosure situation. I have had 
some good feedback from that. We are going to get the rec- 
ommendations that one of our earlier persons had. The Neighbor- 
hood Stabilization Program, which we already have money out that 
is working. So there are things out there that are working that we 
will get feedback on to see how we can improve. And I have asked 
them to send me those recommendations that I can take them up 
with Chairman Barney Frank as we submit those letters to him 
and to other colleagues. 

Mr. Brannen, I would like to ask the same thing of you, if you 
could get those points to me, because as my fellow committee mem- 
bers Imow, the Financial Services Committee is the committee that 
is handling so much of this and so it is very helpful to me, and that 
is why I doubly appreciate you letting me join you all. But if you 
could get that to me, I believe, and with your help, Mr. Greenlee, 
because that is going to be very helpful. We are going to have 
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Chairman Bernanke to come back before the committee and then 
we can redress that, and I certainly hope that you will put a bug 
in his ear on that. And we will get those points if you will get those 
letters to me. 

So, Mr. Chairman, thank you so much. It has been very helpful 
and I appreciate it greatly. 

Mr. Kucinich. Thank you very much. Congressman Scott, and 
thank you. Congressman Westmoreland and the witnesses. 

We have heard from 14 witnesses today who represent every 
level of the community in Atlanta and have been involved in the 
commerce of the community, and who are trying to make sure that 
a system is created that can enable people to buy homes, have 
credit and enable businesses to stay alive without getting ham- 
mered by a financial system that suddenly turned against them 
when they in fact helped build that system. 

As chairman of this subcommittee, I am very concerned about 
what I have seen in that the instrument of government is being 
used to take the wealth of the nation, even the wealth of pretty 
good-sized banks, collapse it and just accelerate it upwards. Very 
dangerous for our democracy. Mr. Brannen, if you cannot keep your 
banks going in Georgia, there is something wrong. So we are all 
in it together and Ms. Redmond, if what happened to you happened 
to many others, and Mr. Westmoreland told me he has heard about 
50 stories like that, and I have heard plenty of stories in my own 
area in Cleveland; it is just heartbreaking, it is chilling. But we 
also know that there is an arc of economic justice here that must 
be followed and if we are going to be worthy of the name of Mem- 
bers of the House of Representatives, we have to follow that arc in 
your behalf and behalf of those who are situated like you. 

I want to thank all those in the audience here today for their at- 
tention; the witnesses; and again, my colleagues and staff for help- 
ing to put this hearing together. Our subcommittee will continue 
to investigate this matter as to how it happened, but also we will 
be there with recommendations so we know that we can move to- 
ward a future which is fair and just and where we can get home 
ownership and home building going again in America. 

This committee stands adjourned. 

[Whereupon, at 2:24 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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Submitted for the Record by Andy Schneggenburger 
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AFFORDABLE RENTAL HOUSING 

A.C.’T 1 . 0 . 

A Call To Invest in Our Neighborhoods 

Consensus Housing Credit Proposal Talking Points 

Background 

• The most successful affordable rental housing production program in U.S. 
history — The Low Income Housing Tax Credit (Housing Credit) — has been 
adversely affected by the financial crisis. 

• Housing Credit investment has dropped from about $9 billion in 2006-2007 to 
$5.5 billion in 2008, and, absent Congressional action, will likely drop further 
in 2009. 

• The lack of investment capital is preventing the development of affordable 
housing at a time when need is greater than ever. 

• The lack of development means tens of thousands of lost constraction jobs, as 
many as 90,000 annually. 

• The stimulus bill that passed Congress in February - the American Recovery 
and Reinvestment Act (ARRA) - provided a temporary solution for 2009: gap 
financing and approval for states to exchange some of their Housing Credit 
authority for direct funds from the Treasury. 

• But those programs will expire at the end of this year and Congress needs to 
figure out where we go from here. 

Industry Consensus 

• Over the summer, an extraordinarily broad coalition of national, state, and local 
organizations active on affordable housing issues has reached a consensus on 
proposed legislative solutions. 

• This coalition includes state housing agencies, developers, investors, Housing 
Credit syndicators, and affordable housing advocacy groups. 

• We would like Congress to consider our proposals as part of the upcoming 
legislation to extend expiring tax provisions. Without extension, the temporary 
Housing Credit provisions will expire at the end of this year. 

Proposals 

• First, we would like to extend the Housing Credit exchange program from 
ARRA for one more year, and allow states to exchange Housing Credits 
generated from tax-exempt bond financed housing. 
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AFFORDABLE RENTAL HOUSING 

A.CII: 1.0. 

A Call To Invest in Our Neighborhoods 

Consensus Housing Credit Proposal Talking Points 

• Second, we would like to stimulate and restore long-term investment by 
increasing the Housing Credit carryback to up to five years in two ways: 

> For existing housing, this proposal would ONLY apply to Housing Credits if 
investors reinvest the entire amount carried back immediately into new 
Housing Credit investments. 

> For new housing, this proposal would make the Housing Credit more 
competitive with other tax credits with shorter compliance and holding 
periods, by permitting future credits to be carried back up to five years 
throughout the 10-year credit period. 

• Finally, we propose to further broaden the investment base by permitting pass- 
through entities - LLCs and Subchapter S corporations - and closely held 
corporations to utilize the Housing Credit program as a means of attracting 
equity capital to mral areas of the country. This would diversify the investor 
base to include entities outside of commercial banking. 

• We believe these are modest proposals that will restore affordable housing 
development throughout the country, create construction jobs, and help generate 
economic growth. 

What are the impacts of these proposals? 

• They would increase investment in the Housing Credit nationally by at least $5 
billion more through 2011 than what the Housing Credit is projected to raise 
without legislation. 

• Combined with the extension of the exchange, this would lead to: 

o 123,000 more affordable apartments constructed or rehabilitated, 
o 232,000 more jobs created or saved, 
o $50 billion in additional local income, and 
o $8 billion in additional taxes and revenue to localities nationwide. 

Please go to http://rentalhou.singaction.edicvpages.com/about-action/state-fact- 
sheets for state-specific fact sheets on the economic impact of these proposals. 
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Tuesday, September 22, 2009 


Georgia gets a ‘D’ for housing, home ownership 
Atlanta Business Chronicle 

Georgia, which has been rocked by a high rate of foreclosures in recent years, was given a 
“D” in housing and home ownership in the Corporation for Enterprise Development’s 
(CFED) 2009-2010 Assets & Opportunities Scorecard published Tuesday. 

The bi-annual assessment of the financial security of households and individuals said 
Georgia must take several steps to improve financial security, including protecting the real 
estate market from predatory mortgage lending. 

In Georgia, CFED found the median mortgage debt as a percentage of home value was 
100.6 percent. This means the median homeowner in the Peach State is under water on his 
mortgage. The national median is 76.9 percent. Georgia ranks 49th in this category, ahead 
of only Michigan and Nevada. 

“This data from the Scorecard, along with recently released numbers showing over a half 
million mortgages underwater in our state, is a clear signal that the foreclosure crisis is far 
from over,” said Georgia Watch Executive Director Angela Speir Phelps. 

The Scorecard also laid out recommendations for Georgia to improve asset building and 
preservation, including addressing lending practices. Georgia can improve its “D” grade in 
housing and home ownership by banning prepayment penalties and adopting sound 
underwriting standards, the survey noted. 
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AFFORDABLE RENTAL HOUSING 

A Call To Invest in Our Neighborhoods 
Affordable Rental Housing A.C.T.i.O.N. 

Georgia Fact Sheet 

The financial crisis has reduced investment in the most siiccessfiil affordable rental housing production program in U.S. 
histor}- — the Low Income Housing Tax Credit (Housing Credit). This program is the primar> resource for the 
development of affordable rental housing nationwide. Since 1986, the Housing Credit has financed 9 out of ever>^ 10 of 
America’s apartments for low'-income families, providing affordable housing to more than 2 million Americans. Just 
before the financial crisis hit, the Housing Credit program financed about 1 20,000 apartments each year nationwide. In 
Georgia, the Housing Credit financed 6,165 affordable rental homes annually. 

Due to the weakened economy, investor participation is down by more than a third, from its peak in 2006, As a result of 
reduced demand for Housing Credits, capital sources for affordable rental housing are scarce. Absent Congressional 
action, this reduced demand will lead to roughly 60,000 fewer apartments nationwide constructed or preserved annually, 
despite the fact that affordable rental housing is needed now more tlian ever. Furthermore, such reduced Housing Credit 
investment will likely lead to 90,0(K) lost construction jobs across the nation. 

What remains of most Housing Credit investment now is largely concentrated in developments in major metropolitan 
areas where the Community Reinvestment Act (CRA) is the primaiy motivation for investor demand for the Housing 
Credit. This makes it even more difficult to attract investment for housing located in rural areas or for smaller 
developments that do not satisfy CRA needs. For Georgia, this could mean a loss of up to 925 rental homes in rural areas 
annually and a loss of smaller developments of 90 apartments or fewer in size. 

To address this reduced investment in affordable rental housing, the Affordable Rental Housing A.C.T.I.O.N, (A Call To 
Invest in Our Neighborhoods) grassroots campaign fomied this year, led by a broad national coalition of cross-industr}- 
oiganizations, to draft consensus legislative proposals to restore investment m affordable rental housing. The campaign 
website www, rcntalhQu s ing act ion.or g provides up-to-date information on the campaign, the supporters and the legislative 
proposals. 

If the A.C.T.I.O.N. campaign's legislative proposals are adopted, investment in both large and small developments as 
well as in metro and mral regions across the coiintiy will increase by nearly 50 percent in 2010 and 201 1, according to a 
September 2009 report by Ernst & Young. Nationally, according to the report, the proposals would increase investment in 
the Housing Credit by at least S5 billion more through 201 1 than what the Housing Credit is projected to raise without 
legislation. Combining this increased investment with an extension and modification of the exchange program, the 
proposals w^oiild lead to at least 123,000 more affordable apartments constructed or rehabilitated. 232,000 more jobs 
created or saved, $50 billion in additional local income and S8 billion in additional taxes and revenue to states and 
localities nationwide than if Congress doss not act. 

Georgia stands to benefit from at least $188.4 million in additional equity investment through 201 1 that will be used to 
construct or rehabilitate 5,618 more affordable rental homes, providing safe, affordable housing to low-income families, 
while also stimulating the economy through the creation of 8,484 jobs. 

This increased investment in Georgia would result in an additional $2,285.3 million in local income as apartments are 
constructed or rehabilitated and occupied during llie I5-ycar Housing Credit compliance period. In addition to the jobs 
created through constniction and development, the ongoing operation and occupancy of these apaitmcnts wnll also 
indirectly stimulate new jobs in retail, business services and other industries, resulting in an estimated 2,135 new ongoing 
jobs annually. Localities in Georgia can expect to see a return of S357.5 million in local government lax revenue due to 
the impacts of construction and tlie expansion of the tax base due to the ongoing operation of the apartment communities. 
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